
 
 

 
 
 
 
  
  
  
 
 
  

 

 
 
Liquidity Trap  
  
 With utilization rates already high, liquidity shortage remains our biggest 

concern for the sector. This, coupled with correction in real estate prices and 
a capital market crash, dictates our bearish sentiment on the UAE banking 
sector for the short term. 

 
 We believe that the government initiative offering AED120 billion for UAE 

banks will provide a short term liquidity relief that would ensure banks meet 
their current funding requirements.  

 
 We favor players that have the potential to overcome these key concerns. 

Accordingly, we initiate coverage on the sector with a "BUY" 
recommendation on NBAD, ENBD and UNB, a "HOLD" for ADCB, DIB, CBD 
and FGB, and a "SELL" for ADIB 

 
 
The highly leveraged UAE banking sector couldn’t escape of the global financial crisis, with 
utilization rates reaching as high as 113% for the aggregate sector. High AEIBOR dried up 
Interbank market while the capital market crash locked up capital raisings through 
international markets. As such, liquidity shortage is the sector's biggest challenge, affecting 
both loan growth rates that would be capped at 9% during 2009 and margins that are set 
to be further squeezed. Next comes real estate exposure which came in at an average 26% 
of loan portfolio, seriously threatening asset quality and fueling a new cycle of NPLs. 
Market turmoil would demand building higher provisions and affecting equity through write 
offs for AFS. Together, NPL and investment provisions could eat up as much as 60% of 
banks' operating income as is the case with ADCB, with the sector average coming in at 
32.5%.  
 
We do believe that the AED120 billion rescue plan by the government will offer a short 
term liquidity relief for the UAE banks, and provide a boost to capital adequacy ratios in 
case banks choose to book part of it as tier II capital. We note that the facility offered 
represents 12% of the UAE's GDP - significantly higher than regional packages that came in 
at 3% of GDP. This reflects the government's strong support for this sector and signals 
possible further injection if needed. Banks are poised to slow down significantly on their 
asset growth, considerably trimming down their utilization rates and getting rid of their 
toxic assets through provisions. Therefore, 2009 results are likely to place it as a bottom 
year for the sector before its starts showing recovery.  
 
We initiate coverage on the UAE banking sector with a "BUY" recommendation on NBAD, 
ENBD and UNB, a "HOLD" for ADCB, DIB, CBD and FGB, and a "SELL" for ADIB. Our 
selection criteria depends on a bank's ability to overcome current concerns given its size, 
government backing and the diversification of its revenue stream. Our weighted average 
target price is based on a 70% "DCF" and a 30% "Relative valuation" to gauge the impact 
of a fall in banking stocks world wide. For our DCF, we based our valuation on an excess 
return model using a risk free rate of 4.5%, a market risk premium of 6.5% for Abu Dhabi 
players and 7.5% for our Dubai ones due to the greater challenges they face in refinancing 
their debt. We used a perpetual growth rate of 2% given the downward revision of GDP 
growth within the UAE.  
 
Key Performance Indicators (FY09E) 

   

 
Fiscal Year ENBD NBAD ADCB DIB FGB ADIB UNB CBD
NII (AED Mil.) 5,544.3 3,934.5 2,625 2,033.8 2,955.4 1,759.5 1,359.5 1,218.9 
Total Income (AED Mil.) 7,946.6  5,963.2 4,389 3,197.7 4,970.0 2,268.9 2,124.9 1,707.7 
Net Income (AED Mil.) 3,415.4  3,428.3 1,355 1627.9 2,573.0 698.5 1,226.7 798.4 
NIM 2.09% 2.39% 1.85% 2.53% 2.90% 3.55% 2.07% 3.56% 
Gross Loans (AED Bil.) 224.3 124.4 119.3 68.7 83.7 38.0 55.1 30.2 
Cost/Income 33.2% 28.9% 43% 46.66% 25.7% 44.1% 30.7% 31.8% 
Gross L/D 130.0% 105.0% 128% 95.0% 105.0% 95.0% 100.0% 112.0% 
Dividend Yield 5.3% 6.0% 5.8% 5.5% 4.6% 3.1% 5.7% 3.5% 
P/E (x) 3.8 5.0 6.1 4.6 4.4 8.1 3.5 7.2 
P/B (x)  0.6 1.1 0.4 0.7 0.6 0.9 0.5 0.9 
ROAE 12.7% 22.8% 7.8% 16.3% 14.9% 11.9% 15.0% 13.7% 
ROAA 1.2% 2.0% 0.9% 1.9% 2.3% 1.3% 1.8% 2.2% 

 
   
   Initiation of Coverage  
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 Investment Case  

 • We remain skeptical of the UAE banking sector in the short term, given its vulnerability to the global credit 
crunch. Liquidity remains the biggest challenge for the sector, while real estate exposure and the capital 
market crash took a further toll on banks' operating income. We worry most about players which are 
smaller, purely conventional, or exposed only to Dubai market.     

• We believe a rebound is possible as government intervention would be the first trigger. We expect the 
AED120 billion liquidity facility to provide banks with the short term funding they need for the coming year, 
which will be the toughest for banks.  

• Given their size, strong asset quality, diversified revenue stream and strong governmental backing, a few 
players have emerged as winners having the potential to overcome the current situation. We favor NBAD, 
ENBD and UNB as we strongly believe these players are well positioned to overcome current sector 
challenges.   

 

 Strong background but key concerns shake the future  

 With spectacular economic growth based largely on high oil prices and a real estate boom, the UAE's banking 
system has been gaining momentum, coming in as the region's largest in terms of assets. The UAE's total banking 
assets have been growing at an impressive CAGR of 36% during the last five years, reaching USD195.7 billion by 
2007 and booking 24% of the total Arab banking assets of USD1.69 trillion. However, the current global credit crisis 
has taken its toll on the system from different angles. Key concerns that could hinder sector growth are: 

i) Liquidity is the biggest challenge. A shortage was caused by negative real interest rates hindering 
deposit growth and the fleeing of speculative money that was betting on a currency de-peg. High 
AEIBOR coupled with fear of counterpart default dried up the Interbank market, while turmoil on 
global capital markets makes wholesale funding comes at very high costs. Hence, high utilization rates 
forced banks to increase rates offered on deposits thereby hurting NIMs significantly and adding 
constraints to loan growth, which is not expected to exceed 9% this year.    

ii) The real estate crash impacted loans, fueling NPLs on defaults by retail, as many expatriates left the 
country, as well as and corporations which suffered from a high rate of project cancellations. This 
dictates higher provisions that would eat significant chunks of bottom lines. It would also pour directly 
through investments write downs and lower associate income for those invested directly in the sector.  

iii) To add to the pressure, capital market downfalls are also set to fuel investment provisions and write 
offs, impacting both P&L and equity for available for sale investments (AFS) which would hurt 
capitalization ratios that the central bank has recently elevated its minimum requirement to 11% for 
09 and 12% thereafter.   

 

  
Table 1: Major challenges facing the UAE banking sector and implications on banks 

Challenges Causes Implications Worst Hit Banks

Funding constraints and 
liquidity issues 

- Negative real interest Rates hindering 
deposit growth 
- High AEIBOR drying up Interbank 
-International Markets locked up 

- High utilization rates imposing constraints on 
lending growth 
- High Funding Cost further pressuring NIMs 

ADCB,FGB and CBD 

Real Estate Exposure 
(directly and indirectly) 

-Real Estate Boom fueling banks exposures 
that reached 26% of loans 
-Direct Real Estate investments through 
subsidiaries and associates 

- Bad Asset quality on defaults (NPLs and 
coverage) 
- Higher built provisions 
- Investment write downs for direct 
property investments, lower associate 
income or even losses for Sub. 

DIB,FGB,ADCB and 
ENBD 

Capital Markets - Global turmoil in capital markets 
- Investment write downs on equity (AFS) 
affecting CAR 
- Provisions  built for future losses  

ADIB, ADCB, ENBD 
and CBD 

 
Source: Bank’s Financials, HC Brokerage 
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Symptoms have appeared in the system during Q4, while the worst is expected to come in 2009 

 Accordingly, given these factors we highly believe 2009 to be a tough year for the sector as a) banks would struggle 
to trim down their utilization rates, slowing down loan growth and b) a bulk of provisions booked for NPLs and 
investments would eat up bottom lines. The central bank's new regulations and strict rules in reclassifying bad 
assets and building up provisions would also add to the pressure during the year. However, banks have already 
been cautious with most of them booking huge provisions during 4Q08 to decrease pressure on 2009 results. ADCB 
came in as the most conservative as it has the biggest investment problem had the biggest investment problem; its 
provisions came as 143% of its operating income and accordingly it suffered the worst QoQ drop of 134% during 
Q408. We do note that FY08 results released by banks have not been yet revised by the central bank and we might 
see further write downs and more provisions after the revision.  

 

  

Chart 1: Banks' Q4 performance versus Q3 & 2009 vs. 2008  
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Source: HC Brokerage 
 

 

 Government support a short term remedy   
 Given the high importance of the financial service sector to the UAE economy, government has taken several steps 

to mitigate the impact of the global financial crisis on this sector. Doing its best to help, it is providing a full blanket 
guarantee of deposits, injecting AED120 billion in a rescue facility and imposing strict rules on loan growth, 
provisions built and real estate exposure. With the sector heavily leveraged compared to regional peers as the UAE 
banking system suffers the highest external debt as of 2008, the government stimulus package came as the biggest 
in the region in absolute terms and as a percentage of GDP (12% for the UAE vs. 3% for peer group).  

 

  

Chart 2: Various governments' stimulus packages for the banking system & GCC Banks' external debt  
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Source: HC Brokerage, IMF GDP estimates, Reuters & Bloomberg  

 

 We do support these government measures that have already been reflected on 4Q08 results, yet we believe this 
would act as a short term catalyst for the sector to overcome its liquidity shortage. Below we highlight major federal 
and government steps both directly affecting the sector and others that we believe will have an indirect impact on 
banks.   

 

 



UAE- Banking 
  

  5

• AED120 billion by the government (Re; Yet glimpse of hope for a rebound, P;30) 

• AED16 billion injections by the Abu Dhabi government for its five largest banks to be included in tier I 
calculation. Of course this would enhance banks' capitalization ratios but add pressure on Dubai peers that 
are unlikely to get such injections. 

• The central bank subscribing to USD10 billion of Dubai's USD20 billion bonds; this reflects federal support 
for the emirate in case its debt obligations were not fully covered.  

 And a comeback is possible  
 With historically strong fundamentals, good asset quality, wide NIMs, diversified revenue streams and lucrative 

margins, we do believe the sector is poised for a rebound once i) government support covers short term liquidity 
shortage, ii) banks slow down on lending and get their utilization rates to normal levels, iii) huge provisions are built 
up getting toxic assets out of the system, iv) correction within the real estate sector is over thereby encouraging 
banks to re-lend to the sector with speculators out of the game, v) capital markets rebound, stirring a wave of 
mergers and acquisitions that would fuel investment banking deals and creates bigger entities with better 
competitive capabilities in a highly fragmented market.  

 

 A few players emerged as winners   

 We do believe that those with a higher ability to ensure liquidity on the short term have an advantage. Bigger banks 
are also better poised to gather deposits through their wider branch networks and franchise values. These banks 
would play on volumes rather than margins. We also favor Abu Dhabi players given the rich emirate's ability to 
provide for liquidity shortages. Given all these factors, we favor NBAD, ENBD and UNB over their peers. 

 

  
Table 2: Our Picks within the sector  

Bank  Recommendation Key strengths Key concerns  

NBAD BUY 

• Highly capitalized 
• Large asset base  
• High debt servicing ability 
• International presence  
•  Good asset quality 

• Investment exposure to capital markets  

ENBD BUY 

• Biggest market share 
• Good asset quality 
• Franchise value 
• Diversified revenue stream (conventional and 

Islamic) 

• Exposure to Dubai market  
• High utilization rates recently 

UNB BUY 

• Low real estate exposure 
• Low utilization ratios 
• Good asset quality 
• Cost efficient  

• Small in size  
• High investments exposure 
 

DIB HOLD 
• Low utilization rates  
• Considerable market share within Islamic players 
• Low investments exposure 

• High real estate exposure 
• Exposure to Dubai market  
• Low operating margins  
• Poor asset quality 

FGB HOLD 
• Highly capitalized  
• Strong NIMs  

• High Real Estate Exposure 
• High Investment Exposure  

CBD  HOLD 
• Relatively low real estate exposure 
• Strong NIMs  

• Exposure to Dubai Market  
• Small in size  
• High Investment Exposure 

ADCB HOLD • Franchise value 

• Investment exposure to capital markets 
• High real estate exposure 
• High utilization rates  
• Poor asset quality  

ADIB  SELL • Low utilization rates 
• Poor asset quality 
• High percentage of retail 
• Low disclosure  

 
Source: Bank’s Financials, HC Brokerage 
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Hence, we do believe the market has been overreacting to the concerns related to the sector, leading the UAE 
banking index to under-perform in comparison to its emerging market peers, and creating huge upsides for those 
we trust to be able to overcome current challenges.   

  

Chart 3: Banking index performance for various markets(Jan'08 to date) 
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Source: HC Brokerage, Bloomberg, Reuters  
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 Valuation   

 • We have based our selection criteria on banks' ability to overcome the sector's biggest challenges which 
are funding constraints, real estate downfall and capital markets crash. Each category is weighed according 
to its importance. 

• We favor bigger banks which stand better chances of getting better funding, with both NBAD and ENBD 
topping the list given their government support. A smaller yet fortunate player, UNB is also among our 
preferred stocks given the bank's strong liquidity position, conservative investment portfolio and smaller 
real estate exposure. In general, we also favor Abu Dhabi players versus Dubai ones given the strong 
backing of the rich emirate for the sector.  

• We based our valuation on a weighted average of 70% DCF and 30% relative valuation. We used a risk 
free rate of 4.5% while our market risk premium is 6.5% for Abu Dhabi and 7.5% for Dubai given its larger 
challenge of refinancing.    

 

 Higher importance to current challenges   

 We have based our criteria for choosing our picks on the ability of each bank to face the current challenges of 
funding, real estate exposure and capital markets downturn. Based on a matrix we assigned different weights 
according to the significance of each aspect - liquidity is the highest rated while other less significant ones, such as 
disclosure, are assigned lower rates. We have also taken into consideration factors such as location of operations, 
with Dubai players given lower ranks, and size as we believe bigger banks have better chances of withstanding 
current strict conditions, raising more funds and working on volumes rather than competing on pricing their 
products. We also prefer those with exposure to Islamic banking versus pure conventional ones given their lower 
utilization ratios and appealing offers on their saving products.   

 

 
 

Table 3: Major criteria for choosing our picks  

 CBD DIB ENBD ADIB NBAD ADCB UNB FGB SCALE* 

Asset quality      
NPL/Total Loans 13 1 10 9 12 3 13 13 1 to 15 
Coverage 5 2 6 10 8 8 10 13 1 to 15 
          
Liquidity           
L/D 8 12 7 12 10 3 11 10 1 to 20 
Deposits/Funds 12 18 6 15 10 6 14 12 1 to 20 
Franchise Value; Mkt Cap/Deposits 2 8 7 4 3 9 10 5 1 to 10 
Capital Adequacy Ratio 12 10 10 6 15 6 12 14 1 to 15 
          
Real Estate Exposure           
Percentage of Loans 13 5 17 10 14 5 10 2 1 to 20 
Direct Stake in sub.  10 2 5 5 8 3 10 2 1 to 10 
          
Efficiency & Operations          
NIMs 8 6 7 8 7 4 5 8 1 to 10 
Cost/Income 6 2 5 4 7 4 7 7 1 to 10 
ROAA 5 4 3 3 4 1 5 6 1 to 10 
ROAE 6 5 6 2 9 4 7 7 1 to 10 
          
Market Risk          
Investment Securities / Total Assets 
(%) 6 10 4 10 1 10 6 1 1 to 15 
Investment Gains (Losses) / Oper Inc 
(%) 7 6 3 9 2 10 2 1 1 to 15 
          
Diversification          
Within the Emirate (Dubai vs Abu 
Dhabi 1 1 3 4 4 4 4 4 1 to 5 
International Presence 1 2 2 1 2 2 2 3 1 to 5 
          
Disclosure  3 3 10 2 10 5 5 5 1 to 10 
Size 1 4 10 3 10 7 2 5 1 to 10 
Total 119 101 121 117 136 94 135 118  
* The higher the number the better the rank  
Source: Bank’s Financials, HC Brokerage  
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 According to our matrix NBAD, UNB and ENBD scored the highest points which reinforce our recommendations on 
these stocks. Leads were not large, however, as both CBD and FGB came next with mild differences, yet we 
strongly believe liquidity issues and real estate exposure for these two banks remain a burden on their performance 
in the future given their relatively smaller sizes.    

 

 Target price based on 70% "DCF" and 30% "relative valuation"  

 We based our target price on a hybrid methodology of 70% DCF and 30% relative valuation to gauge the impact of 
global downturn in the sector within our valuation. Accordingly, we do assign BUY for NBAD, ENBD and UNB. 
Despite a 49% upside potential for FGB and DIB, we remain skeptical about these banks given their hefty 52% and 
37% exposure to the real estate sector.  

 

  
Table 4: Hybrid methodology to arrive at TP based on 70% DCF and 30% relative valuation   

Bank Target Price (AED) Market Price (AED) 
Upside/Downside 
potential Recommendation 

NBAD 12.23 8.61 42.0% BUY 

ENBD 6.30 3.20 97.0% BUY 

UNB 4.35 2.14 103.0% BUY 

DIB 3.22 2.16 49.1% HOLD 

FGB 12.17 8.17 49.0% HOLD 

CBD 4.11 4.05 2.0% HOLD 

ADCB 2.03 1.71 18.6% HOLD 

ADIB 2.76 2.86 -3.7% SELL 

Source: HC Brokerage 

 

 For our DCF valuation we used the excess equity methodology assuming a perpetual growth rate of 2% given the 
sluggish expected growth in GDP of around 1.5% this year. We also used a risk free rate of 4.5% and a market risk 
premium of 6.5% for Abu Dhabi players and a higher 7.5% for Dubai players given the risks associated with the 
market within the emirate. Below is an illustration of how we carried out our DCF valuation. The specific 
methodology for each bank is included in its valuation section.  

 

  
Table 5: NBAD's Excess Return Valuation 

AED mil 2009 2010 2011 2012 2013 Terminal 
Value 

Net Income 3,428.3 3,951.2 4,371.5 5,011.1 5,689.6 4,589.3 
Equity Cost 1,837.6 2,004.9 2,525.0 2,932.9 3,406.4 3,916.2 
Excess Equity 
Return 1,590.6 1,946.4 1,846.5 2,078.2 2,283.2 673.0 
TV of E.Eq return     6,602.6 
Present Value        1,438.7           1,560.7      1,312.6      1,309.7     1,275.6      3,482.0 
Div. payout ratio 30.00% 30.00% 30.00% 30.00% 30.00% 30.00% 
Return on Equity 22.84% 22.33% 20.50% 20.24% 19.82% 15.00% 
Equity Invested  14,356.6     
PV of Equity Excess 
Return  6,897.3     
PV of Terminal 
Value 3,482.0     
Value of Equity  24,735.9     
Number of shares  1,976.6     
Value Per Share  12.51     
 
Source: HC Brokerage 
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 Relative Valuation given a weight of 30%   

 Given the fact that DCF valuation would naturally result in double digit upside potentials with banks plunging the 
most world wide, we chose to add a relative value component to the target price to account for the global effect on 
banking stocks. With falls within the sector higher elsewhere, some players came as overvalued given their achieved 
ROE which came in lower than their peers'. Average PBV (09e) for the sector came in at 0.72x versus emerging 
market peers of 1.09x, however average ROE for UAE banks came in at 15% versus 17% for emerging markets.  

 

 Chart 4: UAE banks' ROE and PBV versus emerging markets peers  
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Source: Bloomberg, HC Brokerage  

 

 

 

 

 

 

 

Chart 5: UAE’s Banks P/E(09) versus emerging markets 
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 UAE Banking Sector Key Concerns  
 

 

 i) Liquidity; the biggest challenge paralyzing growth  

 • This is a global problem with specific causes in the UAE namely i) negative interest rates and exit of 
speculative money limiting growth in deposits, ii) high AEIBOR drying up interbank market and iii) 
international markets' downfall locking up funding for capital markets. 

• With loan growth outpacing deposits, few players were able to break up loan momentum, preserving their 
utilizations rates while others less fortunate than them became increasingly dependent on wholesale 
funding. All would result in constraints on growth - with limited increases in deposits, loans are capped at a 
maximum of 9% growth, adding further pressure on NIMs with banks attempting to increase their funding 
options.  

• Hence, accumulating deposits is the only current solution. We believe bigger players that would be able to 
leverage their size for getting funding to be more fortunate than smaller ones that face higher competition. 
Islamic banks would face less pressure given their lower utilization rates and the strength of their saving 
products.  

 

 World's worst financial crisis 

Globalization has left no place immune to the current financial crisis which started with sub-prime mortgages in the 
US, spread across Europe and finally moved to emerging markets and rest of the world. Not a single economy has 
been able to flee the problem that caused mega financial institutions to either go bust, get bailed out by 
governments or be forced into mergers with other entities in order to survive current conditions. Being the mirror of 
the economy, the banking sector was the worst hit, testing the strength of the system in various parts of the world. 
The magnitude of the disaster has however been different for different regions, with those having less exposure to 
the toxic notes being more fortunate than the sophisticated capital markets that invested heavily in derivatives and 
such. Governments' reactions have varied from injecting cash directly into the system, bail outs, offering lending 
facilities at preferential rates, cutting interest rates and guaranteeing of deposits. Given the banking sector's 
significance to the economy, the UAE government was among a minority, including Germany and Ireland, which 
offered a full blanket guarantee on deposits.  

 

  
Chart 6: Maximum deposits guarantee schemes by different countries (USD) 
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Source: HC Brokerage, Reuters, Bloomberg  
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Same problem for the UAE, yet different causes 

 The UAE, along with the rest of the GCC was fortunate enough to have limited exposure to the sub prime mortgage 
problem, which is the root of the current global financial turbulence across the board. According to the central bank, 
the UAE's banks' total exposure to sub prime mortgages is limited to a negligible ratio of 1.2 per 1000 exposure. 
However, the banking system couldn’t escape the aftermath of a dried up interbank market, a collapse in capital 
markets, as well as the banks' own funding constraints on the deposits side. High inflation across the board within 
the GCC resulted in negative real interest rates. This coupled with speculative money leaving the system from the 
UAE pressured deposits to grow by 22% during 9M08, not matching the 37% advance in loans and loudly 
announcing the existence of a severe liquidity problem within the UAE banking system and an urgent need for 
government interference. Luckily, the momentum slowed slightly during 4Q08, as deposits grew 5.8% during the 
quarter, outpacing the 3.4% increase in loans trimming down L/D ratio to a 110.4% by year end.  

On the mortgage side, lenders also hit a funding wall, urging them to drop their loan/value ratio to lower than 60% 
from the previous 75%. The problem also sparked talks between the UAE's largest mortgage lenders (Tamweel and 
Amlak) to merge and apply on a combined basis for a banking license to secure funding for their future operations. 
With no cheap alternative, banks started chasing after deposits by significantly raising their rates to unprecedented 
levels, such as 5.55% by ADCB for three months and 5.05% by HSBC on one month deposits given a minimum 
balance of AED25,000, in order to attract customers. 

 

  
Chart 7: UAE's aggregate loans and deposits 1Q07-4Q08 
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Source: HC Brokerage, CBUAE  

 

 A) Scarce deposits booking chunk of funding structure   

 Funding for the UAE banks is mainly dependent on deposits capturing an average of 76% of total funding for banks 
under our coverage universe and 68% for the aggregate sector, which is the same when compared to emerging 
markets' average of 67% of total funding. This indicates, however, big players' higher ability to attract deposits 
amid current funding scarcity. Both corporates and governments book the bulk while retail hovers at around 32% of 
the total, higher than the stake it books in term of loans (22%). The high concentration of corporates makes the 
system vulnerable to economic slow-down hindering project finance. In terms of nationality, composition came in 
the favour of the UAE in the current circumstances, with nationals accounting for 75% of total deposits, while Arabs 
hold 8% and non-Arab foreigners hold 17%. The majority of deposits are held in L.C, booking 74.4% by Sept'08, 
almost unchanged from the 72.8% stake in total deposits by FY07 after the exit of speculative money during 1H08.    
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Chart 8: Aggregate deposits breakdown, and aggregate funding 9M08  
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 Negative real interest rates: a major barrier to deposit growth  

 In tandem with the FOMC rate cuts to curb inflation, GCC central banks followed the move as most of their 
currencies are pegged to the dollar. Yet, with higher inflationary pressures within the region, negative real interest 
rates pressurised liquidity in the banks. Concurrently, lots of speculation was made related to a possible currency 
de-pegging by the UAE, attracting lots of money (estimated at AED180 billion by the central bank) that was pumped 
into the system through demand and time deposits. 90% of this money was in the form of foreign deposits (non 
GCC deposits constitute around 17% of the total in the sector), eventually to be withdrawn from the system. 
Despite putting further pressure on liquidity, refraining from de-pegging has proven to have saved the currency 
from a possible deterioration, especially with falling oil prices.    

 

  
Chart 9: UAE's negative real interest rates (2004-2008e) 
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B) Wholesale funding gap widening   

 Wholesale funding comes next with an average of 11% of total funding for banks under coverage (17% of the 
aggregate sector). With diminishing savings rates hindering further growth in deposits, UAE banks turned to 
wholesale, and hence, most banks turned  net borrowers to the interbank market except for Islamic banks, which 
enjoy a better liquidity position along with ADCB, which relies on a hefty AED4.1 billion from MTNs and 
subordinated debt.     

 

  
Chart 10: UAE's major banks' debt structure and net interbank position (9M08) 
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 However, the global turmoil pushed interbank rates for the UAE to levels that started to hurt banks' spreads, 
coupled with foreign banks pulling out of the system to cover their own funding problems. Even after two 
consecutive cuts to the Repo rate leaving it at 1%, a spread of 400bps between AEIBOR and LIBOR remained, 
signalling a long road to recovery for the interbank market.  Consequently, risk aversion between banks increased 
and they grew more reluctant to lend to each other for fear of counterpart default. 

 

  
Chart 11: EIBOR & LIBOR June08-TD 
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A maturity mismatch adds to the pressure 

 Another problem on the funding side for UAE banks is the maturity mismatch since the vast majority of long-term 
projects are financed with short-term funds, adding further pressures on banks to find necessary funding to 
complete existing projects. However, this allows banks to re-price their deposits holdings frequently, increasing 
rates in times of distress and decreasing again when liquidity starts pouring in. For that reason, players that chose 
to chase deposits increased their rates on the short term ones of one and three months. Playing it this way, they 
won't be obliged to stick with these rates for longer than they wish.  

 

  
Chart 12: Maturity mismatch for UAE major banks; Deposits and Loans (9M) 
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 And the consequences are:  

 A) Constraints on loan growth for the highly leveraged economy   

 Leverage has always been the UAE's first choice for supporting its growth, despite having sufficient surpluses. The 
fast pace with which the UAE has been growing fueled demand on credit to back its construction boom, exceeding 
lending levels in other GCC countries. As a percentage of GDP, total loans within the UAE reached a significant 
100% by 2007, while private sector loans to GDP reached 72.2%, considerably high when compared to GCC and 
emerging markets average of 48.4%.  

The private sector has always had the lion's share within the UAE, booking an average of 42% of total gross lending 
while retail booked 22% and government held 15%. Accordingly, corporates have been the growth drivers for 
loans, yet amid current credit tightening they would also be highly vulnerable and reflect a turnaround much slower 
than the retail side would. This places banks with higher retail exposures to suffer faster from the credit crunch, yet 
their rebound will be much quicker once economic conditions reverse. Out of our coverage universe Islamic banks 
(DIB, ADIB) coupled with ADCB, CBD and FGB would benefit on the long run from their retail exposure. Less 
exposed banks would set increasing their share of this niche market as their target, as is the case with ENBD and 
NBAD, the UAE's largest banks.  
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Chart 13: UAE's private credit/GDP compared to GCC and other emerging market & UAE's historical L/GDP 
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 The majority of loans are granted by national banks, totaling 24 out of 52 existing players. Together, national banks 
provide 84.9% of the total credit available for the sector, out of these the top five banks have a combined market 
share of 68.5% of lending, making the market a highly fragmented one. (Re; Appendix I, Loan market share for 
UAE banks, P99). In terms of sectors, trade books the highest stake of lending given its importance to the economy, 
reaching 16%, followed by real estate which books 11%. However, total lending exposure to real estate would be 
higher when adding indirect exposure related to the sector under retail and government. Following up, 
manufacturing holds a 5% stake and transportation a lower 3%.  

 

 Lagged response to the credit crisis means further pressure on future growth    

Even post the global crisis, the momentum decreased, Higher growth rates were still reflected, outpacing growth in 
deposits and adding more pressure on liquidity, getting L/D at 113.1% by September 08 for the sector, from an 
already high level of 97.3% in 2007. Few banks managed to slowdown their loan portfolio growth during 2008 due 
to either conservatism, as was the case with NBAD and DIB, or because of constraints resulting from their already 
high utilization rates, as was the case with ADCB. Less fortunate banks that couldn’t hold their breaks during the 
year are likely to see lower growth rates during FY09, as is the case with FGB which ended FY08 with a threatening 
79% growth in its loan portfolio compared to a humble 42% increase in deposits.   

 

  

Chart 14: UAE's biggest banks' QoQ growth in loans (FY08a) 
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 With over-utilization rates, adding breaks is the only way out  

Utilization rates within the UAE have always been at high levels, with loan growth rates outpacing deposits' growth, 
exceeding those levels compared to most of its regional peers (100% for the UAE in FY07 versus emerging markets 
average of 84%). Among the largest banks in terms of assets, ENBD had with the highest utilization rate of 142% 
as of FY08, exceeding ADCB which managed to trim its L/D ratio to 131% during 4Q08 from a previously alarming 
147% in 3Q08.  

Government deposits injected during 4Q08 came as the magic cure, getting average L/D ratio to a slightly lower 
110% by 2008 year end from 113.0% in 3Q08. Previous hikes were mainly contributed to a shrinking in deposits 
base amid the liquidity crunch, rather than an increase in lending appetite. On the more conservative side are the 
Islamic banks which managed to control their rates at slightly lower than 100%, as demand for Islamic products on 
the saving side has always been higher with retail being the targeted market for these products. Lending, on the 
other hand, is still in its infancy stage with a lot of Shariah complaint products still under construction in order to 
compete with its conventional counterpart.   

 

 

 
 

Chart 15: UAE's L/D versus other markets (2007) & UAE banks L/D (2008) 
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 However, given current conditions, we have capped loan growth rates across the board at a maximum of 9% for 
2009 and 10% going forward given the Central bank's condition for its rescue facility, which is that banks should 
expand their assets by a range of 5 to 10%.  

Islamic banks (ADIB and DIB) will enjoy a higher potential of lending and B.S growth given their lower L/D ratios. 
As for conventional banks, we believe the overstretched balance sheets of banks as ENBD and ADCB will suffer the 
most in expanding their loan portfolio. While both NBAD and UNB are expected to witness an 8% advance in their 
loan portfolios, overall, total B.S growth for the sector is not expected to exceed 10% given the sluggish expected 
GDP growth rates during the year. 
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Chart 16: Growth in Loans & L/D ratios (2009E)  
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 That said, with humble loan growth coupled with lower deposits accumulation which are hard to attract amid low 
interest environment, we are not expecting utilization rates to rebound quickly but rather take at least two years to 
reach the 100% required by regulators across the board.   

 

 B) Squeezed margins, with strong NIMs likely to be history   

 Funding for UAE banks has been mainly dependent on low cost deposits which represented the bulk, getting total 
funding costs at low levels. Accordingly, the low interest rate environment has been boosting banks' margins with 
average NIMs reaching 2.37% by 2007 for our coverage universe. However, this figure is still lower than the 
emerging markets' average of 3.8%, suppressed mainly by high competition within the UAE market.  

On the Islamic banks side, the majority of players are blessed with even higher spreads with an insignificant cost of 
funds and a majority of retail dominating their portfolios. NIMs for Islamic banks came in at an average of 2.39% 
for 2007 versus an average of 2.36% for conventional counterparts.  

Margins continued to witness strong progress during 1H08 with interest rates further going down stimulating banks 
across the board to expand aggressively on their lending. However, the second half particularly 4th quarter was hit 
by funding sources topple, with scarcity of liquidity, margins across the board suffered. However earlier hikes during 
1H08 got end of year NIMs at still higher levels when compared to FY07. NIMs for banks under our coverage 
reached 2.85% for FY08, higher 41 bps than FY07 levels.  

Despite historically having the highest NIM, CBD is the most vulnerable to suffering from future declines given its 
lack of suitable funding sources relative to its size as it recently started depending heavily on interbank market and 
wholesale funds. Another player likely to witness a further squeeze is ADCB, given its high utilization ratio which 
forced it to tap all sources of funding, including increasing its deposits rates to become the highest offered by the 
sector. Those on the lower end of the range are ENBD and NBAD, as both operate on higher volumes rather than 
targeting wide margins. Hence, with strong asset bases and bigger market shares, we are expecting these players 
to witness the least drops in NIMs.  

In the long term, we are expecting a rebound in NIMs once market conditions reverse, however historical highs are 
likely to be a thing of the past as banks will stay on the conservative side, running at a maximum of 100% in 
utilization. 
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Chart 17: UAE Banks' NIMs for FY08e and FY09F 
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 And the solution is:  

 A) For refinancing; size does matter…the bigger…the better  

 Having the highest cost of fund, and most scarce to find, we believe those mostly exposed to the interbank market 
to have the highest difficulty refinancing. Of our coverage those would be ENBD and NBAD, where interbank 
funding booked a hefty 19% of their total base, both being the UAE's largest banks in terms of assets.  

In the case of ENBD, low cost deposits make up 60% of its funding base while MTNs booked a bulk of 11%. Of 
these, 14% are due to mature this year, adding pressure to the bank which has short term funding booking 59% of 
the total. However, with its scale, ENBD received a total of AED12-15 billion under the two tranches of deposits 
offered by the central bank. We estimate that the bank would receive another AED6 billion as part of the remaining 
third tranche of deposits. Since this would help the bank only partially, it needs to find better alternatives to fill the 
holes, which we believe would be easy in the case of ENBD given its size. 

Another big player expected to overcome its high exposure to the interbank due to its size is NBAD. The bank 
successfully secured its funding position in FY08 after raising about AED4.0 billion from international markets 
through subordinated convertible notes and an AED2.0 billion club loan facility. Debt comprises a minimal 7.0% of 
the bank’s funding base, which is entirely raised from international markets. This eased off pressures on the short 
term as only 5.3% of its debt is set to mature during 2009. The bank has also received AED4 billion notes from the 
Abu Dhabi government. Further decreasing its funding requirement. Again, due to its large scale, we believe the 
bank benefited as well from the AED70 billion liquidity facility in addition to its ability to increase its deposit base 
given its market share and franchise value.  

We expect smaller banks to have a tough time overcoming their funding problems. These players will be entitled to 
smaller portions of the emergency facility offered according to their reserves, and would also find it harder to tap 
international markets for funding. Of those, we are mostly worried about CBD, which is the smallest in size. 
Despite having a solid deposit base accounting for 71% of its funding, it is increasingly funding its operations 
through interbank borrowing which stood at AED3.8 billion in FY08, representing approximately 80% of equity, 
making CBD's case more disturbing relative to the others in our coverage.  

Another player likely to suffer due to its size is FGB, whose deposits accounted for 71% of the total funding at the 
end of FY08, leaving the bank heavily dependent on the wholesale market. It issued mandatory convertible bonds 
amounting to AED3.6 billion during 3Q08. However, another AED2.8 billion of MTN is maturing in March 2009 and in 
our opinion it is highly unlikely that the bank will be able to refinance it at attractive rates. The good news is that 
the bank was one of the lucky players based in the rich emirate of Abu Dhabi, meaning it received AED4.0 billion as 
a rescue facility from the government to replace next year's maturing debt.  

One of the few winners despite its size is UNB, whose funding base is quite healthy with only 5% made up of 
interbank as of FY08. MTN, albeit forming 10% of the funding base, will not pressure refinancing as only AED400 
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million needs be paid off this year. It is interesting to note that the current liquidity crunch in the sector has broken 
the record of the bank's uninterrupted position as the leading interbank lender since 4Q06. Yet, the interbank 
borrowing stands at AED257 million in 3Q08, 3% of total equity. In addition, we consider the MTN's international 
exposure a positive factor as it will help reduce its debt servicing payments when interest rates are collapsing across 
the globe, assuming that interest rates are reset according to the prevalent market rates. As such, we find UNB to 
be better placed than its peers in terms of liquidity despite the rise in loans to deposit ratio we saw in the recent 
quarter. 

We also favour Islamic banks in terms of funding as they are mainly dependent on their strong deposit base, with 
players across the board always emerging as net interbank lenders with their strong liquidity positions versus other 
players. 

  
Table 6: Liquidity and leverage KPIs for major banks (2008) 

Funding & Liquidity Ratios CBD DIB ENBD ADIB NBAD ADCB UNB FGB 

     
Deposits Market Share 2.8% 7.8% 19.0% 3.9% 11.0% 8.0% 5.0% 7.7% 
Franchise Value; Mkt Cap/Deposits 16.46% 8.45% 11.55% 13.98% 15.59% 8.04% 7.54% 13.55% 
Loans/Deposits 112.9% 94.0% 141.6% 93.0% 110.9% 131.2% 103.2% 108.8% 
Deposits /Funding  71% 80% 60% 76% 65% 60% 72% 71% 
Interbank/Funding  11% 4% 19% 12% 19% 3% 5% 7% 
MTNs/ Funding  4% - 11% 6% 7% 26% 10% 6% 
Deposits/liabilities  85% 87% 63% 82% 69% 64% 86% 81% 
     

Capital & Leverage Ratios     
Tangible Equity / Assets (%) 15.5% 11.0% 6.9% 11.2% 8.7% 10.8% 11.6% 15.5% 
Total Equity / Total Liabilities (%) 18.4% 12.4% 10.0% 12.6% 9.6% 12.1% 13.7% 18.3% 
CAR% 13.4% 12.3% 12.3% 11.8% 15.4% 11.6% 13.1% 14.1% 
 
Source: Bank’s Financials, HC Brokerage 

  

 

 B) And the  location even matters the most  

 With aggressive lending growth rates within the UAE across the board surpassing savings rates, the liquidity 
problem seems to be intensified when compared to other GCC countries with both Dubai and Abu Dhabi having 
higher CDS spreads compared to other GCC members. Dubai has been highly leveraging its growth with non 
banking debt estimated at USD80 billion by 3Q08 by Moody's representing an alarming 148% of its GDP, versus a 
lower USD21 billion for Abu Dhabi representing 14% of its GDP. Abu Dhabi has been more fortunate than Dubai 
with its reliance on oil exports, whereas the growth story of Dubai has been mainly driven by its real estate and 
financial services sectors. Both sectors being in the eye of the storm, CDS spreads for Dubai corporates have been 
growing enormously reaching 1300.6 bps for Dubai Holding Commercial. This clearly reflects negative sentiments on 
Dubai's ability to meet its funding requirements on the short term, and higher costs for Dubai-based banks to 
refinance their debt obligations when necessary, putting ENBD, DIB and CBD at a disadvantage to their Abu Dhabi 
counter parts in tapping international markets for funding.   
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Chart 18: Credit Default Swaps spreads for UAE versus other GCC and Dubai vs. Abu Dhabi 
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 In conclusion, liquidity will remain the biggest challenge for the sector yet government injection will 
secure short term funding for meeting this year's obligations. Banks are then bound to slow down on 
their loan growth, which would trim down their utilization rates, and give up on their margins to 
strengthen their funding base. We believe bigger banks are able of doing both as they would play on 
volumes rather than margins.  

 

   
   
   
   
   
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 



UAE- Banking 
  

  21

 ii) Real Estate Exposure: the biggest threat to asset quality   

 • Real Estate has been a major contributor to non oil GDP especially for the emirate of Dubai, and being a 
highly leveraged economy, this sector has been extremely integrated into the banking system. Recent 
booms within the sector fueled banks' exposure to real estate, which came in at 25.9% of loan portfolio for 
banks under our coverage – double the regional average of 13%. 

• As the bubble had to burst, we believe drops in real estate prices coupled with project cancellation will 
increase the rate of default for the private sector, while massive layoffs and salary cuts will directly hit the 
retail side, filtering into higher NPLs ratios for banks that are highly exposed.  

• For those invested in the sector through direct stakes in associates and subsidiaries, we believe their P&L 
will be penalized twice through investment loses and write offs in addition to provisions for NPLs.  

 

 Dubai is heavily dependant   

 Real estate has been playing a vital role in the UAE's economic boom and has been one of the driving wheels 
behind the country's growth story. The sector’s contribution to UAE’s GDP grew by 325% over the period from 
2000-2006, reaching 8% with total investments worth AED25.8 billion by 2007. Of non-oil GDP, the sector reached 
a significant 25% stake by 2007.The figure is also quite inflated when calculated for each emirate, especially for 
Dubai whose GDP has a minimal reliance on oil exports. The emirate has been depending mostly on real estate and 
the financial sector for its development, with 2002 marked as a turnaround when the emirate started allowing 
freehold ownership of property for foreigners in designated areas. A growing expatriate population coupled with a 
strong per capita income has been the solid ground for the sector's growth. Across GCC, the UAE continues to be at 
the forefront of the construction revolution, with massive developments in both residential and commercial space. 
Of the total USD2.5 trillion real estate projects underway in GCC, the UAE constitutes approximately 49%.  

 

 Official data reflects real estate booking 11% of the total lending, below the regional average of 13.1% of their total 
lending portfolios.  UAE's exposure to real estate would however be higher when adding indirect exposure related to 
the sector that are booked under retail and government, as few players chose to disclose such break downs. Given 
the high cost of living, we could safely argue that around half of personal loans would be directed to housing.  

 

  
Chart 19: Real Estate contribution to total loans in the UAE and other regional markets 
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 On the mortgage side, along with the hike in the sector, mortgage loans have witnessed a 2.3x folds hike YoY to 
reach AED115.7 billion by 3Q08 2008, compared to AED50.8 billion by 3Q07. Mortgage penetration, however, is still 
low compared to elsewhere, coming in at 9% of the UAE’s GDP, compared to an average of 25% in eastern Europe. 
This implies that there is still significant growth potential. However, this potential may be delayed given the current 
liquidity squeeze and the upward pressure on mortgage rates.  
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Chart 20: UAE’s Mortgage Loans Size (Jan'07-Sep'08)  
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 Credit - the fuel to the sector taking its toll on FGB and DIB  

 A low interest rate environment increased appetite for funding investments in real estate through credit on both the 
personal and corporate level. With a historical double digit growth in the sector, coupled with demand far exceeding 
supply, banks became eager to take part, with big players offering financing up to 90% of the unit's value while on 
the corporate level, L/V ratio came as high as 75%. Real estate took its toll on banks' loan portfolios, with exposure 
reaching as high as 37% in the case of DIB and a bolder 50% for FGB  (according to management guidance) when 
adding indirect exposure.  

As few banks opt to disclose their direct and indirect exposure to the sector through both corporate and personal 
loans, we are expecting less transparent banks to have higher percentages of their portfolios directed towards real 
estate. According to its disclosure ADIB has the least exposure, coming in at 7.5% of its portfolio. However, 
knowing the significant chunk of retail it lends (58% of its total lending) we are more inclined to believe that half of 
that can be directed towards the sector given the fact that Islamic banks only have a few sectors to lend. On the 
conservative side are CBD, which fared well at a smaller 18%, followed by NBAD at 19% and UNB at 20%. Overall, 
the private sector was the highest lender followed by the government and retail, with the latter being the riskiest of 
all.  
The average exposure for banks under coverage came in at 25.9% of their lending portfolios, according to disclosed 
figures, increasing regulatory concerns of banks' vulnerability to a slow down in the sector. Accordingly, the UAE 
central bank imposed a limitation to cap real estate at a 20% ceiling of deposits. However, so far the CBUAE has 
not been strict with implementing these limitations, with most banks crossing the allowable limit especially on the 
Islamic banking side, where few sectors are available for investments.   
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Chart 21: Real Estate percentages of total lending in the sector, and for different banks' portfolios 
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 Nothing is forever  

 The huge hikes in prices coupled with ease of credit enabled speculators to invest in off-plan projects with minimum 
down payments and then flip the property within days to make huge profits. The recent tightening of credit dictated 
new regulatory reforms including; a) the law stipulating registration of mortgage contracts with the Land 
Department, requiring more transparency from the applicants' side, and b) the registration of off-plan projects with 
the Land Department by developers before selling them to customers. With the current credit squeeze, the prices 
started correcting, taking rental yields back to the 2006-end levels of 8%-10%.   

 

 Accordingly, the fall in real estate took its toll on banks, with corporates suffering mega project cancellations, 
particularly in Dubai. Meanwhile, lay offs and salaries cuts hit the retail side, and major real estate lenders were left 
with high default rates and increasing NPL ratios. We also believe that those with higher exposure to real estate 
loans will find constraints on growing their loan portfolio in line with the market, especially after the central bank's 
announcement that banks should stop lending to new real estate projects but rather focus on currently ongoing 
ones. CBUAE also set guidelines for the disclosure of real estate holdings, urging banks to value land at market 
price and buildings at 12 times rental income, i.e. a yield of 8.3% which is on the more conservative side of current 
yield between 8%- 10%. It also urged banks to only fund up to 70% of the real estate project value, leaving the 
remaining 30% to be funded by the project’s developer.   

Of those more vulnerable to the consequences as a big chunk of their portfolios are directed to real estate, are FGB, 
DIB, ADCB and ENBD. For these players we have assigned lower loan growth rates to account for the drop they are 
likely to suffer from lending to the sector, with their average growth rates coming in at 6%, lower than the sector 
average of 10%.  

 

 Historical high asset quality likely to be shaken   

Despite historical aggressive lending growth, banks managed to keep their books clean with average NPLs for the 
sector coming around 1.8% to 2% of gross loans, thanks to a portfolio dominated by big tickets from corporates 
and government entities. On the other hand, retail booked a lower 22%. This is compared to an average of 3.5% 
for GCC and eastern Europe markets. To further enhance asset quality, a Credit bureau (Emcredit) was established 
in 2006, keeping record of credit history especially for retail, the highest growth potential segment coupled with 
SMEs and mortgage which booked a mere 11% to date from loan portfolio.  

For banks under coverage, DIB came in with the highest NPL ratio of 3.4%, given its higher exposure to the retail 
sector which is more vulnerable to defaults. Second came ADCB with 35% of its portfolio directed for retail. 
However, looking forward, we are expecting significantly higher NPLs ratios arising from expected defaults, 
especially on the real estate side followed by retail and share lending. Given loans' longer maturities, we are 
expecting the figure to accumulate and worsen further into the future before it starts rebounding. Accordingly, we 
are expecting NPLs to grow faster for DIB, ADIB, ADCB and FGB reaching 3.5%, 1%, 1.95% and 2.5%, 
respectively. This is due to their higher exposure to real estate, getting average NPLs of 1.9% for 2009, significantly 
higher than the sector average of 1.2% in 2008. A reclassification of bad assets has also been imposed by the 

 



UAE- Banking 
  

  24

central bank, giving stricter valuations for banks' loans, which would increase the ratio versus pervious treatments. 

  
Table 7: Asset Quality Ratio's for major banks (2008e) 

Asset Quality Ratios CBD DIB ENBD ADIB NBAD ADCB UNB FGB 

NPLs/ Gross loans  0.8% 3.43% 1.0% 0.95% 0.9% 1.1% 0.7% 0.61% 
Loan loss provisions/total loans 1.1% 2.2% 1.2% 2.0% 1.4% 1.8% 1.2% 1.4% 
Coverage (LLP/NPLs) 127.3% 63.7% 120.0% 206.2% 152.1% 157.3% 173.4% 232.9% 
Loan loss provision 
charge/total loans 0.1% 0.5% 0.4% 1.0% 0.6% 0.8% 0.2% 0.9% 
Loan loss provision 
charge/operating income 1.8% 30.0% 13.0% 25.4% 18.9% 32.6% 7.3% 17.4% 
 
Source: Bank’s Financials, HC Brokerage 

 

 

 

 

 

 

Chart 22: UAE’s Banks asset quality ratio's 2009F 

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

CBD DIB ENBD ADIB NBAD ADCB UNB FGB

A
ED

 B
il.

 

1%

2%

3%

4%

Provsions/Operating Income NPL/Gross Loans

 
 
Source: HC Brokerage 

 

 High coverage mitigates the risks   

 
Fortunately, coverage has also been coming in at healthy levels, exceeding the 100% for most banks, with the 
highest, FGB, having 232.9% in coverage, followed by ADIB. Going forward, we are expecting banks to drastically 
increase their provisions charges to cover deterioration in asset quality, which would in turn directly affect banks' 
P&Ls amid concerns of growing default rates.  Players that witnessed the highest chunk of their get income eaten 
up by provisions are ADCB, with provisions claiming 32.6% of its operating income, followed by ADIB with a 25.4% 
of its O/I directed for provisions. Banks wouldn’t be able to afford higher portions of their Operating income going 
to provisions, accordingly coverage would slightly decrease to an average of 148% in 2009 from an average of 
154.1% in 2008.  

However, we are expecting new additions to the portfolios to be of better quality given most of the banks' current 
reluctance to provide any lending this quarter. "Wait and see" is the prevailing sentiment across the sector, while 
going into next year, stricter lending conditions will be applied across the board.   
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Direct investments through subsidiaries likely to add pressure to net income  

 Aside from pure loans, the majority of banks also chose directly benefit from the boom, with most acquiring direct 
property investments in their investment portfolios while others acquired a stakes in prominent real estate 
developers such as Deyaar in case of DIB, Brooj for ADIB, and UPP in case of ENBD. Accordingly, investment 
provisions are expected to increase to cover expected write downs because of revaluations and possible losses on 
real estate holdings. Pressure should also be higher on Islamic banks (both DIB, ADIB) which have even more 
limited sectors to invest in now that real estate is off the table. We are particularly concerned about DIB's holdings, 
Deyaar's own probe cases while Tamweel is still waiting its hazy future post merger.    

 

  
Table 8: Major Property related subsidiaries and associates by banks 

Bank Subsidiary Name Stake Held
DIB Deyaar 43% 
 Tamweel 19% 
ADIB Burooj 100% 
NBAD Abu Dhabi National Property 100% 
ADCB Abu Dhabi Finance* (Mortgage) 20% 
ENBD Union Properties 48% 
FGB Mismak Properties 100% 
 Radman Properties 80% 
Source: HC Brokerage, Banks' Financials 
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 iii) Last but not least, capital markets fall and hit the bottom line  

 • Historical market rally encouraged building huge positions in equity markets, fueling investments that 
booked 7% of total assets for banks under our coverage and a higher 9% of total income. Investment 
banking activities also contributed to the hike, booking extra bucks for fees and commissions and direct 
IPO income for some.  

• The current crash in capital markets are set to deprive banks from these investment income whereas 
against further falls,  investment provisions would eat up considerable bulks of FY09 net income for banks, 
especially those in Dubai. On the equity side, write downs for AFS investments are most likely to hurt 
banks' capital adequacy ratios, whose minimum requirement has been elevated to 11% for 2009 and 12% 
afterwards.  

• Given the banks' well diversified revenue stream, we believe other revenue streams such as fees and 
commissions to help cushion the drop in capital markets. Cost cutting should also be an effective tool for 
saving bottom lines, with most banks already emphasizing their cost management strategies by laying off 
employees and postponing their expansion plans.    

 

 

 Capital markets taking their toll on banks  

Regional market rallies that started late 2004 encouraged banks to add up huge investment portfolios in equity 
markets, which fueled both investment incomes through the P&L and investment figures on B.S. High market 
activity also increased investment banking deals, filtering through fees and commissions or direct IPO income for 
banks engaged in these services. Hence, investments booked an average of 7% of total assets for banks under 
coverage by FY07 and an alarming 63% of tangible equity. We note that compared to other emerging markets, the 
UAE is quite conservative with banks booking an average of 16.1% of their assets in investments. On the income 
statement this translated into an investment income booking an average 8.7% of total income in 2007. Both FGB 
and ENBD have heavily increased investments in their asset allocation, reaching 14% and 10% of total assets for 
FY07 respectively. Nonetheless, DIB managed to achieve the highest ROI reaching 18% for the year versus 10% for 
both ENBD & FGB.  

 

  
Chart 23: GCC Market Performance Jan08-YTD 
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With the downturn in the markets, banks across the board have witnessed shrinking investment portfolios and loss 
of investments eating up their bottom lines. With most of investments classfied as either trading or AFS, write 
downs have been directly reflected on P&Ls and equity in case of AFS which would by turn hurt capital adequacy 
ratios. This encouraged banks to follow newly released IFRS standards, allowing them to reclassify their trading 
investments to AFS and AFS to HTM. Regulators were skeptical about banks' quality of investments, thus by year's 
end the CBUAE demanded that all banks disclose their foreign exposure and break downs of investment portfolios 
on a quarterly basis. The central bank also urged banks to build special provisions to cushion falls in investment 
values and write offs, adding further pressure on net incomes.   

Worst of all was again ADCB which was hugely invested in CDOs, unlike other banks which have limited exposure to 
these toxic assets. As of 9M08, ADCB’s total exposure came in at AED1.7 billion, booking AED664.0 million in 
provisions for AFS in addition to a total write down of AED475.2 million. Again, the bank has the highest percentage 
of AFS in its portfolio, making its equity highly vulnerable to shrinkage on significant write downs. We favor UNB 
with respect to its investment management, as its portfolio holds the biggest chunk of HTM investments which 
booked 48% of the total, mainly in lower yield, highly safe bonds. Though FGB seems like a safe play with HTM 
booking an even bigger 75% of its portfolio, we remain skeptical about the bank because of its holdings in managed 
funds mostly in UK and US.    

 

  
Chart 24: Investment break down (FY07) 
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 Looking forward, we are expecting banks to be more conservative with their investment portfolios, with safe haven 
investments being their first options (such as U.S T-Bills). However, yield on such investments is much lower than 
their counterparts', depriving banks from previous hikes in investment income. Provisions are also anticipated to be 
built up during 2009, to cover investment losses. On a positive note, strict funding opportunities coupled with th 
economic slowdown will create a significant number of defaults and distressed entities, which will create a wave of 
M&A's again providing investment banking opportunities on the long run. Accordingly, for FY09 we are expecting 
average investments to total assets in the sector to fall to a humble 4%, whereas investment income is poised to 
book a sluggish 1% of total income, unless it comes out as a loss for those who have significant exposure to equity 
markets. 

 

  

Table 9: UAE's banks exposure to market risks (2008e)  

Market Ratio Risks CBD DIB ENBD ADIB NBAD ADCB UNB FGB 

Investments / Tang Equity (%) 32% 27% 100% 24% 113% 23% 39% 60% 
Investments / Total Assets (%) 5% 3% 7% 3% 10% 3% 5% 9% 
Investment Gains (Losses) / 
Oper Inc (%) 2% 4% -3% 4% -5% 4% -5% -7% 
 
Source: HC Brokerage, Bank’s Financials  
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 Capital Adequacy Ratios are likely to be affected   

 Pre-capital market frenzy and liquidity problems, UAE banks have been blessed with high capitalization ratios which 
reflected a greater protection for depositors with the CAR for the sector, coming at an average of 13.3% for 2007, 
higher than the required 10% set by the central bank of the UAE. Compared to peer GCC banks, the UAE is 
considered moderate in terms of capitalization ratios, coming ahead only of Oman (12.2%), and following Qatar 
(14.0%), Saudi Arabia (20.6%). Kuwait (20.4%) and Bahrain (24.0%).  

However, in the midst of the current crisis, with efficiency of past regulations being tested, governments have been 
applying stringent rules to offset further hits to the sector. Given the UAE banks' high exposure to AFS investments 
and possible severe write downs to book values, the UAE central bank has increased the minimum capital 
requirement for the UAE banks at 11% for 2009, and a higher 12% for 2012 for those using up its AED50 billion in 
liquidity facility. Blessed with excess liquidity, the Abu Dhabi government lifted a hand for its major players injecting 
an AED16 billion in perpetual non cumulative notes that can be used by banks in calculating their tier I capital 
ratios. This will pressure less fortunate Dubai banks with lower capitalizations to either raise debt or carry capital 
increases which are not plausible amid current market conditions.   

 

  
Chart 25: CAR for UAE banks and average CAR for UAE versus other regions (2008e) 
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 A diversified revenue stream: a potential cushion against investment income drop  

Luckily, UAE banks are well diversified in terms of revenue stream, with non-core banking booking on average a 
significant 40% of total income as of FY07. Fees and commissions had always held the lion's share, representing 
50% of the total; this figure is higher for those that also offer investment banking services as is the case with ENBD 
and NBAD. This is followed by investment income and Forex. However, going forward, we are expecting the figure 
to start shrinking its stake in total income giving more way to core banking activities, given the heavy reliance of 
fees and commissions on lending activities and opening of LC's and LG's which are severely hit by the credit crisis. 
Competition for attracting more deposits, the banks' only savior, would also add pressure to fees imposed by 
different banks. Accordingly, the figure booked an estimated lower 34.1% of total banking income for 2008, and we 
expect further drop in 2009, booking 33% of total income. However, this still helps cushion the fall in investment 
income revenue stream.  

 

 
 

Table 10: UAE's banks profitability KPIs (2008e) 
 CBD DIB ENBD ADIB NBAD ADCB UNB FGB 

Non Interest Inc/Avg Earning Assets 
(%) 1.66% 1.38% 1.08% 1.05%

  
1.17% 1.52% 1.53% 2.38% 

Non Interest Inc/Total Inc (%) 30.3% 35.0% 30.9% 21.2% 31.9% 41.5% 39.1% 43.2% 
Fees and Commissions/Tot Op Inc 
(%) 20% 22% 27% 6% 21% 24% 25% 25% 
Total Inc/Avg Earning Assets (%) 5.5% 3.9% 3.5% 5.0% 3.7% 3.7% 3.9% 5.5% 
 
Source: HC Brokerage, Bank’s Financials  
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Cost cutting is another option for saving bottom line 

 As the majority of the UAE's work force is comprised of expatriates from low labor cost regions, staff cost has been 
coming at lower rates than elsewhere. With salaries booking the chunk of operating expenses, average cost/income 
for the sector came in at a moderate 32.7% for 2007, much lower than an emerging market average of 43.5%. 
Total staff employed by the sector came in at 37,335 employees, with a ratio of 55 employees per branch. 

Out of our coverage, we favor DIB the least in terms of cost management. The bank had witnessed a spike in its 
cost/income until 9M08, reaching 46% on the back of expansions - it added five new branches to its network in 
addition to acquiring a 10% stake in Industrial Development Bank in Jordan. Meanwhile, both UNB and FGB enjoyed 
the lowest ratios, with an average of 27% in cost/income given their limited branch network and smaller size of 
work force. While ENBD operates at an average of 41%, we believe the ratio is to go down significantly once full 
integration is completed.  

Given current global conditions, a significant portion of the work force has been laid off by this sector, with banks 
only retaining top notch employees. Cost management remains the only controllable measure for beating the 
current tough environment.   

 

  
Chart 26: UAE Banks' Cost/Income (FY08e) 
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 A glimpse of hope for a rebound    

 • Strong government reaction is a short term healer. The government is providing a full blanket guarantee of 
deposits, injecting AED120 billion (12% of GDP) in a rescue facility and imposing strict rules on loan 
growth, provisions built and real estate exposure. We don’t believe the injections will save the sector 
entirely; however, it will ensure availability of funding for the sector on the short term and increase 
confidence for big players.   

• Correction in real estate prices will result in a fall in general spending in the market, easing inflation 
pressures which will in turn ease pressure on mortgage rates and eventually result in lower interest rates. 
With a rebound in the sector, lending will pick up again, asset quality will strengthens and margins would 
widen further.   

• Being an overbooked economy with smaller entities struggling to survive current conditions, consolidation 
would be the only solution. It would leave fewer players at the table, but ones which are stronger and 
capable of competing in the international arena. The M&A activity would also fuel investment banking fees, 
lifting the bottom line once more for banks.     

 

 I) Central Bank Interventions: a temporary anesthetic    

 To help remove the effect of toxic non performing assets from banking systems, governments world-wide have 
been taking various initiatives to rescue their financial institutions amid an evitable economic slowdown. Given the 
UAE's bank's already heavy reliance on debt, sovereign intervention seems to be the only available solution on the 
table. The UAE government has been actively taking measures to save its banking system both through pumping 
liquidity and guaranteeing deposits for foreign and domestic players.    

To date, the UAE government has pumped in AED120 billion for banks in the form of long term deposits, liquidity 
facility and swap facility.  

I) The UAE central bank announced a liquidity facility in September. A bulk of AED50 billion facility, 
where banks can borrow an amount equivalent to their required reserves at the central bank’s repo 
rate plus 150bp,s getting a total rate at 300 bps. Of this, only 15% was announced to be withdrawn 
due to the stigma attached to the facility, as banks resorting to the facility were only allowed to grow 
their loans by a maximum of 10%.  

II) The Ministry of Finance offered AED70 billion, of which AED50 billion are already offered over two 
tranches; AED25 billion each in the form of deposits and available for banks according to their loan 
portfolio; this would help highly leveraged banks withdraw higher amounts of money. The amount was 
directed to trade and contractors for infrastructure projects, the facility was priced at the highest of 
4% or 5-Year T-bill plus 120 bps. However, the MoF attached a condition that banks who withdrew 
from this facility have to keep the CAR at 11% by June 09 and 12% for June 2010. At the launch of 
the facility the MoF announced that banks had the option to book the first tranche offered of deposits 
as subordinated loans and use them in calculating tier II. However, this can give the government the 
right to convert these loans into an equity stake in the bank either at BV or MV. This option was not 
welcomed by banks given the fact that it would give the government a stake at preferential rates, 
whereas banks themselves can carry capital increases when they need extra capital at their own 
pricings. Accordingly, an amendment was carried out by the MoF, allowing the government to convert 
the loan into a stake only in the case of a default by the bank on interest payments. This of course 
would encourage banks to book part of the facility as tier II capital to boost their CAR.   

A swap facility was also made available for banks against their holdings of central bank's CDs; to also cover banks 
facing the Dirham's shortage post the withdrawal of speculative money, the UAE central bank approved AED/USD 
swap facilities to be granted to all banks in the country, regardless of whether or not they have a shortfall in their 
Dirham net position. The operations would involve spot buying by the central bank of US dollars against the UAE 
dirham and, simultaneously, the forward selling of US dollars against the UAE dirham. The facility will be available 
for periods of one week, one month, two months, three months, six months, nine months and 12 months.  
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Chart 27: UAE banks' funding costs 9M08 versus rates offered by CBUAE on funding facility 
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Source: HC Brokerage, CBUAE, Banks' Financials 
 

 

 We believe these injections that come at around 10% of total banking assets to be essential for securing short term 
funding for UAE banks. The plain AED50 billion injected as deposits have already been reflected on some B.S ratios, 
slightly trimming down L/D ratios for these banks. We believe these deposits - even if they come at higher costs 
than CD - to be of a more stable nature and less vulnerable to withdrawals on the medium term. However, the 
other options that were given to banks for treating the AED50 billion as part of their tier II calculation are now more 
appealing to banks after amending their conditions.  

 

  
Chart 28: UAE banks' MTNs maturing during 2009, (AED Bil., % of total MTN outstanding) 
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 Banks with golden spoons   

 Another cornerstone initiative was the AED16 billion injected in major Abu Dhabi banks by the government of the 
emirate to boost major banks' capital in the form of perpetual non cumulative notes. NBAD, ADCB and FGB will 
issue capital notes worth AED4 billion each, while UNB and ADIB, AED2 billion each to the Abu Dhabi government. 
The notes would be classified as tier I capital, yielding a fixed rate of 6% to the government during the first 5 years 
and thereafter floating rate. Conditions for redemptions have not been disclosed but we do believe there should be 
strict rules attached to it. Despite having a rate quite higher than the average cost of funds for these five banks 
which would squeeze margins further, each relative to its size, we do see these injections as a boost to capital 
ratios which are poised to be hit hard by investment write downs. It also reflects the rich emirate ability to give its 
full backup to its banking sector even before banks run out of other funding options. We believe ADCB to benefit 
the most of these notes given its liquidity problem as the banks run at high utilization rates coupled with an AED8.1 
billion maturing this year. The notes amounted to 3.3% of its funding base.  

Now for the less fortunate Dubai players, a similar move is highly unlikely by the heavily indebted government. With 
the Emirate facing bigger challenges from the real estate sector, we believe a helping hand would be directed for 
the sector. Now this could also be done through injections in banks with restrictions to be used for funding real 
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estate projects, again banks would be left with few funding options. The shooting spreads of the CDS for Dubai 
players would make international market quite costly if not completely locked.  

  
Chart 29: Abu Dhabi government's AED16 billion injections in its 5 biggest banks 
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Source: HC Brokerage, CBUAE, Banks' Financials 
 

 

 Full Guarantee of deposits reflects good intention   

 In a more vital step, the government announced that it will guarantee deposits and savings in both local and foreign 
banks amid rising concern over the country's economy. This has boosted confidence between banks to lend to each 
other, decreasing pressure on interbank rates; it also aims at encouraging foreign depositors to place their money 
within the system, in times when global banks are going bust. Though these measures won't solve the liquidity 
problem entirely where interbank rates had sluggish drops, it will guarantee banks with enough funds to maintain 
their current funding requirements. It also signals higher credibility in the system for foreign investors. Banks have 
also started taking their own measure increasing rates on deposits to attract more funds, with most re-pricing their 
lending rates to incorporate liquidity risk premiums.  

 

 II) Real Estate; rainbows after the rain  

 With both real estate and financial sector strongly intertwined in the UAE especially Dubai, liquidity crunch had its 
toll on the real estate. By end of 2008 the market started witnessing a correction in prices primarily due to falling 
demand from international investors as they started pulling their money back due to falling liquidity as well as 
competitive prices for properties in their local markets, triggered by the global credit crisis. This prompted banks 
and mortgage lenders to get cautious with their real estate lending portfolio which had, by then, reached as high as 
26% of their loan books (2008 average for select UAE banks), and for several banks their direct and indirect real 
estate exposure combined had crossed the stipulated ceiling of 20% of its deposits and assets each.  

Since then there was a significant drop in loan-to-values (LTV) that banks and other lenders were giving during the 
latter part of 2008, indicating their cautious approach to the sector. Some of the major regional and international 
banks operating in the country became more conservative in their lending by cutting their loan-to-value by as much 
as 25-35%, from 90% to as low as 55%, due to global financial uncertainties.  

 



UAE- Banking 
  

  33

  
Chart 30: Real Estate Transactions (Dubai) 

Dubai Real Estate Sales transactions (2006-2008)
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Source: HC Brokerage, Dubai Land Department   

 

 The real estate transactions, especially in Dubai, have seen a sweeping reduction in the last couple of months. 
During this period the gap between the advertised property price and the actual selling price has been increasing 
which is an indication that a significant faction of the buyers are currently staying away from the market, giving the 
group more bargaining power over their selling counterparts. Though the Dubai property prices in 2008 recorded a 
YoY growth of approximately 6%, the last two quarters of the year witnessed a downward trend with the average 
price per sq. ft. of residential properties falling from AED 1,919 to AED 1,770 during the last quarter, a decline of 
8%, according to Colliers International.  

 

 Now as this correction goes on the following are possible outcomes; 

i) Tightening credit disbursements to the sector would drive off the speculative investors that started the 
whole thing in the first place 

ii) The gap between advertised and actual selling price for properties will again start falling, marking bottom 
levels for the property prices and a subsequent revival in the demand scenario 

iii) Fall in general spending in the market would ease the inflation in the UAE to single digit levels and would 
lower mortgage rates 

iv)  Higher potential yields on investments would attract long term investors  

v) By the time banks would have got more clarity on the quality of their real estate holding with adequate 
provisions being taken already for covering potential defaults leaving their books clean for a fresh start 

vi) Banks appetite for re-lending to the sector would rebound once more, only providing those with higher 
credit background and sufficient collaterals for the required funding, given a lower interest environment 
that would also provide banking system with low cost funds to lend to the real estate sector.   

 

 Thus, the continuing strong fundamental demand stemming from UAE’s economic stability, tax free environment, 
population growth, government incentives, modern infrastructure, and new flexible legislations will ensure a 
rebound in the sector once macro conditions stabilizes. 
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III) Consolidation would ensure survival is to the fittest   

 Hence, banking has been a corner stone in the growth of the economy, yet number of players suggests an over 
banked market with total number of banks in the UAE reaching 52 banks (24 national banks and 28 foreign ones) 
with 736 branches giving a ratio of 612 customers per branch, a figure quite inflated for small population of 4.5 
million, this compares to 1800 customer per branch in Saudi Arabia. With competition intensifying, consolidation 
within the sector was imminent starting with NBD and EBI merger to form the regional largest bank in terms of 
assets. More consolidations for creating bigger entities would allow banks cross sell their products, diversify their 
product lines (i.e introducing Islamic products), centralize their operations and secure cheaper funding.  

Such an activity would in turn fuel investment banking fees within the sector which had been muted in the past two 
years because of market volatility. Both ENBD and NBAD are potential acquirers with their strong cash positions and 
expansion plans. While standing as targets are; FGB, CBD and UNB due to their relatively smaller size, lower ability 
of raising funds and limited presence across the UAE. Having such a vital role in the economy, the sector has been 
receiving great support from the government especially with significant governmental stakes in most banks. In turn, 
government also started calling for further consolidation between players to create entities capable of competing on 
the global arena suggesting the process would be facilitated by authorities, even acquirers could be provided with 
the needed funds at preferential rates to encourage deals.     

We do believe that 2009 would turn a tough year for banks with few ending in distressed levels which would inturn 
spark a wave of consolidations and mergers creating bigger, well funded entities and deliver significant sums of 
investment banking fees for those involved in the process.  

 

 Table 11: Government Stakes in largest UAE Banks 

EGP Million FY08 
National Bank of Abu Dhabi 71% 
Abu Dhabi Commercial Bank 65% 
First Gulf Bank 61% 
Union National Bank 60% 
Emirates NBD 56% 
Dubai Islamic Bank 34% 
Commercial Bank of Dubai 20% 
Abu Dhabi Islamic Bank 8% 

 

Source: Zawya Dow Jones, Banks, HC Brokerage 

 



 

 
The bigger, the better 
  
 Franchise value stemming from its size and extensive network, 

significant potential from integration and good asset quality will 
help the bank continue to grow despite the current crisis. 
Additionally, it is at a better position to bear the brunt of any 
unexpected losses due to its size.  

   
 ENBD's liquidity, however, introduces risk as the bank needs to 

refinance a AED4.0 billion this year and AED5.9 billion in 2010. 
On top, its loan to deposit ratio is at a high 142%. 

 
 We initiate coverage on ENBD with a Buy recommendation at a 

TP of AED6.30, an upside potential of 97.0%. 
 
Post merger, ENBD is the biggest bank in the GCC in terms of assets, 
standing at AED282 billion as of FY08. It has the highest market share in the 
UAE with approximately 20% of total system loans as at 3Q08. With the 
integration close to completion, the bank has an extensive network of 120 
branches and 659 ATMs. Additionally, the bank is aiming to penetrate the 
retail segment as more than 80% of its loan book is made up of corporates 
presently. Moreover, integration is progressing well ahead of target as ENBD 
gained AED235 million in synergies in 2008, 90% more than expected. Full 
integration synergies would start to kick in by early next year and we expect 
the bank to see more upside potential when the divisions leverage on best 
practices. Notably, the bank would benefit from its Islamic banking division as 
the sector is expected to grow despite the current conditions. Lastly, ENBD 
has good asset quality and this is a positive for the stock when the sector is 
seeing downside risk from increasing non-performing loans and provisions.  
 
ENBD's loan to deposit ratio increased to 142% in 2008 from 120% the 
previous year. At the same time, the bank has AED4 billion of MTNs maturing 
this year and another AED5.9 billion next year. Management strategy is to 
seek wholesale funding as it will avoid unnecessary increase in cost of funding 
by competing in the deposit market. This is reflected in the funding structure 
where deposits contributed only 63% to the funding base last year and 
interbank a 19%. As such, it is imperative for the bank to raise more funds in 
the wholesale market sooner or later, introducing uncertainty as the capital 
markets continue to be switched off.  
 
We initiate coverage on ENBD with a "Buy" recommendation. Our TP is AED6.30 
giving an upside of 97%.  We follow a triangulation approach to arrive at our 
target price using DCF and comparable PB multiple weighing 70/30, respectively. 
Our COE is 13.5% and perpetual growth rate 2%. We added a risk premium of 
6.5% for the Abu Dhabi banks in our universe vs. 7.5% for the Dubai banks to 
arrive at the COE. More than expected slowdown in the property market, hiccups 
in the latter phase of integration and any set back in wholesale market are the 
downside risks.      
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Buy  

Target Price (AED) 6.30 
Market Price (AED) 3.20 
Upside 97.0% 
  
  
Listed On DFM 
Bloomberg Code EMIRATES UH 
RIC ENBD.DU 
  
  
Market Cap. (AEDm) 16,166 
Market Cap. (USDm) 4,405 
  
  
Number of Shares (m) 5,052 
Foreign Ownership Limit 5.0% 
Foreign Ownership Level 3.0% 
  
  
Daily Turnover (AEDm) 4.2 
Daily Turnover (USDm) 1.2 
  
Ownership Structure  
Free Float 44.0% 
Government 55.6% 
   
  
  

  Key Performance Indicators 
Fiscal Year 07A 08A 09E 10E 11E 
NII (AEDm)  4,080.2   5,833.8 5,564.9  6,244.3 7,040.6 
Total Income (AEDm)  7,107.2   8,446.7 7,967.1  8,963.4 9,855.7 
Net Income (AEDm)  3,945.7   3,680.5 4,286.8 5,379.6 6,053.5 
NIM 1.8% 2.4% 2.1% 2.2% 2.2% 
Gross Loans (AEDb) 168.3 229.8 224.3 246.7 269.5 
Cost/Income 39.4% 40.9% 33.1% 31.9% 30.3% 
Gross L/D 119.6% 141.6% 130.0% 125.5% 119.7% 
Dividend Yield 9.5% 6.2% 5.3% 6.7% 11.2% 
P/E (x) 4.1 4.4 3.8 3.0 2.7 
P/B (x)  0.6 0.6 0.6 0.5 0.4 
ROAE 15.7% 14.5% 15.7% 17.2% 16.8% 
ROAA 1.6% 1.4% 1.5% 1.7% 1.8%  
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 Loan growth to pick up next year as integration is fully completed. 

ENBD's loan book grew by 26% last year, the lowest growth in our coverage universe with the range being 35 – 
79%. Given the current slowdown, we expect the loan book to grow at 5% this year but increase to 9% next year. 
Also, sovereign loans which contributed approximately 20% to the loan book last year is encouraging as the 
government has stepped up its spending to counter the economic cycle. Liquidity, however, would cap growth as 
the loan to deposit ratio has already reached a high 142% and wholesale markets continue to be shaky. Yet, due to 
its size, ENBD stands at a better position to receive government financing and as such, in our view, the loan growth 
slow down is likely to be a short-lived phenomenon. Additionally, we expect the loan book to see increasing growth 
once the integration is completed when cross selling and leverage of best practices across the divisions help growth. 

 

 Real estate exposure close to statutory limit.  

Reported figures show statutory real estate exposure at an estimated AED32 billion, 15% of total deposits which is 
5% lower than the regulatory requirement. We, however, believe real estate exposure to be higher when taking 
into account the underlying exposure, through personal and Islamic loans. According to management, 
approximately AED6 billion is related to real estate with AED5 billion from personal loans and AED1 billion from 
Islamic financing. The ratio of real estate loans to deposits reaches 23% when adjusted for mortgages. Though it 
has crossed the statutory limit of 20% of deposits, we do not expect it to create any asset quality problems as the 
bank's real estate exposure is with the blue-chips in the sector.   

 

 

 Government support should help liquidity.  
Management strategy is to extensively use the wholesale market as deposits rate continue to remain elevated. 
Interbank and MTNs together account for 30% of the funding base as of end last year. Though the interest rates 
have eased off recently, interbank market remains tight and ENBD needs to raise adequate funds to settle 
AED4.0billion of MTN maturing this year. It has another AED6 billion maturing next year. Management, however, is 
comfortable with the liquidity levels and we believe the bank should be able to receive government help, especially 
post the government's USD20 billion bond issuance. The loan to deposit ratio is already at a high 142% as deposits 
declined a 2% during the last quarter of 2008 from the third quarter of 2008 despite the government deposits of c. 
AED12 billion. The bank would receive approximately AED6 billion when the government deposits the third tranche, 
though the timing is uncertain. This and other form of government funding, however, would help the loan to 
deposit ratio and the MTNs maturing this year.  
 
Table 1: ENBD's funding increasingly depends on wholesale market 

 FY07 1Q08 2Q08 3Q08 FY08 
Deposits 57% 55% 56% 58% 60% 

Equity 10% 10% 11% 11% 10% 

Interbank 21% 22% 20% 19% 19% 

MTN 11% 13% 13% 12% 11% 

Total 100% 100% 100% 100% 100% 
Source: ENBD Financials 
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Chart 1: MTNs maturing this year amounts to 14% of the total AED28.2 billion 

 
*Excludes the AED1.8 billion repaid beginning this year 
Source: ENBD Financials 

 
On top of the medium term notes the bank needs to repay this year, it also should have some longer term funding 
in place as the capital adequacy ratio has declined to 11.4% at the end of last year from 12.5% in 3Q08. With 
capital markets still moving south, the bank faces the risk of more investment write-downs which will further reduce 
tier II capital. Additionally, the central bank has increased the minimum capital requirement to 11% from June 2009 
onwards for the banks that received government deposits. As such, we expect the bank to raise either tier I or tier 
II capital in the near term which we believe would be in the form of government funding.  Also, the bank has the 
option to classify the government deposits it received as tier II convertibles.   
 

 Margins likely to compress this year, but improve thereafter.  
ENBD's margins improved last year to 2.40% from 1.76% in 2007. Tight liquidity and increasingly depending on 
interbank and wholesale markets for funding should compress the margins this year. We expect the NIM to fall by 
a 30 bps this year and pick up thereafter as the bank completes its integration and penetrates the retail market. 
Current benign interest rate environment and reduced inflation too would impact the NIM.  
 

 

 Non-interest income to retreat from strong levels this year.  
ENBD has seen solid growth in fees and commission income accounting to almost 25% of total income as of 3Q08. 
We expect the bank to see soft growth in fee income as the capital markets continue to be soft and loan book 
grows at a slower pace. Yet, ENBD has solid credit card processing operations in the region which we believe 
should help fee income. On top of that, investment write-down remains a concern as seen in the last year. ENBD 
charged AED793 million as investment losses in the income statement during 2008. It took another AED1.0 billion 
as impairment charges to the income statement. Total investment related charges of AED1.8 billion dragged down 
the bottom line to AED3.6 billion, down 7% from the previous year. The 4Q08 net income was a AED14 million vs. 
the AED1.2 billion in the corresponding quarter in the previous year due to the write-downs. We, however, believe 
that the bank has been prudent in writing down the investments last year itself and is unlikely to see such massive 
write-downs this year. Management expects the losses to revert when the markets recover, yet the timing remains 
a question.  
 
Investment securities carry some element of risk as it makes up c.10% of total assets and 115% of tangible equity. 
Management has assured that it has no exposure to sub prime losses or any sort of CDOs and any investment 
related write downs were due to general asset deflation, part and parcel of the current market environment. 
Corporate bonds account for most of the investments taking up 57% of the portfolio. Though it is obviously better 
than equity, it does expose the portfolio to local and international market risk unlike government bonds. Also, its 
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equity investments are 20% of the total investment portfolio of AED19.6 billion end last year. As such, it is hard to 
rule out investment write-downs this year, especially when the markets continue to be shaky. Nevertheless, equity 
investments account for only 2% of total assets and 15% of equity as at end 2008. Moreover, the management 
intends to harbour the future investments in safe haven products such as US treasury yields and is all for wait and 
see policy as regards to disposal of current assets. With the reclassification of AED262 million of trading securities 
as AFS securities during the last quarter of 2008, the impact on income statement is contained.  
 

  
Asset quality intact.  
Despite a relatively huge exposure in terms of real estate and a downturn in the economy, we are comfortable 
with the asset quality of ENBD mainly due to the caution taken in growing the loan book and exposure to large 
and stable corporates, as discussed above. NPL ratio has steadily improved over the years from 2.5% in 2003 
to 1.0% in 2008, despite the rapidly growing loan book. Also, the bank added only a AED211 million to its loan 
loss provisions during last year whereas the sector saw significant increase in provision. We expect the NPL 
ratio to increase a 50 bps this year. Furthermore, the management is committed to maintain the coverage ratio 
at 135% which would provide adequate margin of safety in the coming years when it may see more than usual 
defaults as a result of the economic condition. We reiterate that the exposure to real estate poses no threat to 
its asset quality as the bank has proper safeguards in place. 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



UAE- Banking 
  

  39

 ENBD In Brief  

 Background  
• The largest bank in the GCC in terms of assets following the merger of National Bank of Dubai and   

Emirates Islamic Bank in 2007.                                      
• Its market share based on loans and deposits stand at 19% as of end 3Q08. 
• Synergy benefits, once fully integrated, expected to be AED346 million p.a. 
• Corporates take up 85% of its loan book while retail only a 12% as at 3Q08. 
• Islamic financial services amount to 10% of the loan book as at end 2008. 
• ENBD has a 47.8% stake in Union Properties and a 36.7% stake in National General Insurance, both     

contributing approximately 10% to bottom line as of 3Q08. 

 

  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

SWOT Analysis of ENBD 

Strengths Weakness
i. Franchise value giving it an edge in attracting deposits i. Relatively high exposure to real estate
ii. Solid asset base post merger ii. Investments impacting the P&L amount to 20% of equity and 
iii. Islamic banking division (currently making up 10% of   investments directly impacting equity stand at 66% of equity 
    revenues) adding to top line iii. Short term funding amounts to 59% of total debt servicing and 
iv. Good asset quality helped by prudent lending practices    12% of total assets
     with NPL ratio at 1% and coverage  ratio at 135%
v. Merger bringing in synergy benefits and leverage of
     best of both, conventional and Islamic 

Opportunities Threats
i. Penetrate retail market, increasing margins i. Corporate default rates increasing significantly as a result of worse 
   and funding base   than expected downturn and high real estate exposure jeopardizing 
ii. Potential acquisitions in the region at attractive valuations   asset quality
   help ROE and further diversify the current sources 
   of income 
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 Valuation  

 We initiate coverage on ENBD with a "Buy" 

We initiate coverage on ENBD with a Buy. Our TP for ENBD is AED6.30, reflecting an upside of 97%. We follow 
a triangulation approach to arrive at our target price using DCF and comparable PB multiple weighing 70/30, 
respectively. Our COE is 13.5% and perpetual growth rate 2%. We added a risk premium of 6.5% for the Abu 
Dhabi banks in our universe vs. 7.5% for the Dubai banks to arrive at the COE. Risk free rate is 4.5%. Our 
terminal value is estimated using a long term ROE of 15%. Despite the concerns on liquidity and investment 
write-downs, we see value in ENBD due to its scale, franchise value and the integration. The scale gives it an 
edge to benefit from large ticket deals and the ability to make attractive acquisitions, notably when the 
valuations across the globe are favorable. A greater slowdown than expected in the property market, hiccups in 
the latter phase of integration and any set back in wholesale market are the downside risks.      
 

 

  
Table 2: Sensitivity Analysis of value per share to CoE and perpetual growth rate  

CoE (%) Perpetual 
Growth Rate (%) 12.5 13.5 14.5 

1.00 7.40 6.79 5.92 
2.00 7.51 6.85 5.93 
3.00 7.65 6.93 5.95 

Source: HC Brokerage 

 

 

  
Table 3: Workings of the DCF valuation   

AED ('000) 2009E 2010E 2011E 2012E 2013E Terminal 
Value(TV) 

Net income 4,286,834 5,379,590 6,053,535 6,636,827 7,140,920 7,131,995 
Cost of equity 3,400,632 3,834,745 4,433,940 5,093,474 5,732,226 6,299,929 
Excess equity return 886,202 1,544,845 1,619,595 1,543,353 1,408,694 832,066 
TV of excess equity return     7,396,143 
PV 798,916 1,229,744 1,138,408 957,897 772,026 4,053,411 
Div. payout ratio 20.00% 20.00% 30.00% 40.00% 40.00% 40.00% 
Return on Equity 15.70% 17.24% 16.84% 16.25% 15.69% 15.00% 
  
Equity invested  25,665,145 
PV of equity excess return  4,896,992 
PV of TV 4,053,411 
Value of Equity  34,615,547 
Number of shares  5,052,523 
Value Per Share  6.85 
Source: HC Brokerage 
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 Performance snapshot: ENBD vs. sector  

  

Wholesale funding continues to be prominent...
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Franchise value and merger help...
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Good asset quality despite downturn 

0.00%

0.50%

1.00%

1.50%

2.00%

2.50%

2008A 2009E 2010E 2011E 2012E

N
PL

 r
at

io

ENBD

Sector

 

 

  

Investment losses' impact short-lived 
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 Source: HC Brokerage and company reports 
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               Financial Statements and Ratios 

 AED Million 07A 08A 09E 10E 11E 12E
 Income Statement       
 Interest Income  11,504.4  12,336.2  12,763.4    14,031.5   15,184.5    16,365.4 
 Interest Expense     7,424.2     6,502.4    7,198.5     7,787.2       8,143.9     8,730.8
 Net Interest Income    4,080.2    5,833.8    5,564.9     6,244.3     7,040.6    7,634.5 
 Fees & Commissions     1,435.0     2,246.3     1,909.4      2,043.0      2,186.1     2,339.1 
 FX Income               -                -            -                 -                -               -
 Investment Income        400.4      (136.4)             -           158.6           85.6          92.5 
 Other Income    1,191.6        502.9       492.9         517.5         543.4        570.6 
 Non-Interest Income   3,027.0   2,612.9  2,402.3     2,719.2     2,815.1    3,002.1 
 Total Income    7,107.2    8,446.7    7,967.1      8,963.4     9,855.7  10,363.7
 Total Operating Expenses    2,800.8    3,451.5   2,639.6     2,855.2     2,985.1    3,123.3 
 Pre-Provisions Income    4,306.4    4,995.2    5,327.5      6,108.2     6,870.7     7,513.4
 NPL Provisions        735.8     1,652.5 1,348.7      1,052.7      1,149.0      1,231.1
 Associate and other income       375.5        338.6       312.3         329.4         338.0       361.2 
 Pre-Tax Income    3,946.1   3,681.2   4,291.1     5,385.0     6,059.6    6,643.5
 Income Taxes                -               -           -              -               -               -
 Net Income After Tax    3,946.1    3,681.2   4,291.1      5,385.0    6,059.6    6,643.5
 Minority Interest           0.4            0.7            4.3            5.4            6.1           6.6 
 Net Income    3,945.7    3,680.5    4,286.8      5,379.6     6,053.5    6,636.8
 Appropriations  
 Net Income    3,945.7     3,680.5   4,286.8      5,379.6     6,053.5    6,636.8
        
 Balance Sheet       
 Assets       
 Cash & Due from Central Bank  29,226.1  16,707.2  35,923.1    35,366.8   32,136.8  35,467.8 
 Due from Banks  12,800.9    8,128.3 7,625.2      9,882.2   16,009.2   17,289.9 
 Investments  23,599.4   19,635.2  15,250.3    16,470.4    17,788.0  19,211.0 
 Gross Loans 168,288.0 229,823.4 224,317.

2
246,699.1 269,469.1 288,563.2 

 NPL Provisions      1,864.1    2,557.2     3,417.9       4,338.8 5,324.2    6,378.5 
 Net Loans and Overdrafts 166,424.0 208,930.2 220,899.

3
242,360.3 264,144.9282,184.7

 Other Assets   19,782.6   26,220.1   22,162.6     23,212.6    24,433.0   29,600.4 
 Net Fixed Assets     1,982.7     2,792.6    4,437.2      4,787.4      5,275.3     5,812.1 
 Total Assets 253,815.6 282,413.7 305,006.

8
329,407.3 355,759.9 384,220.7 

   
 Liabilities  
 Total Deposits 140,676.7 162,314.9 172,513. 196,591.5 225,211.6 249,200.0 
 Due to Banks   52,163.7   51,686.1   67,526.7     59,459.2    50,879.1    49,537.0
 Borrowings   26,673.5   30,070.0   30,070.0     30,070.0    30,070.0   30,070.0 
 Dividends Payable       
 Other Liabilities     9,143.0   12,580.7 5,854.1

2 8
      9,713.3    11,039.6    12,023.8

 Total Liabilities 228,656.9 256,651.8 275,963.
3

295,834.0 317,200.3340,830.8
 Shareholders' Equity  25,158.8   25,761.9  29,042.9   33,573.3   38,559.6  43,389.9
        
        
        

 
 



 

Abu Dhabi’s Guru 
 
 NBAD’s strong sovereign ties with the Abu Dhabi government places 

it in a superior position among banks operating in the UAE, shielding 
it from liquidity dry out on deposits. In addition, the bank enjoys 
high asset quality with an NPL/loan ratio of 0.9%  

 
 Investments surged by 44.6% in FY08 vs. FY07 burdening NBAD's 

portfolio with risks if equity markets remain at a slump.  
 
 We initiate coverage of NBAD with a Buy rating based on our TP of 

AED12.23, a 42% upside. 
NBAD has the highest government ownership stake of 70.5% among UAE banks. 
Consequently, securing a hefty 45.5% of total deposits and cushioning the bank 
from potential deposit dry outs. Though it went against the trend of other banks 
in 3Q08 as it refrained from increasing rates to attract deposits, it still grew by a 
healthy 6.4% QoQ to AED103.4 billion and ended the year with a YoY rise of 
26.6%. On the loans side, the bank’s client base is mostly the private corporate 
sector, which comprises 44.7% of the total loan book with the government and 
public sectors making up another 35%. Real estate also made up 19% as of 
9M08, but it is worth nothing that the bank deals with top tier local Abu Dhabi 
based developers who suffered less from project cancellations, implying lower 
default rates.  
 
With current capital market conditions, it comes as a surprise for NBAD to 
increase its position in investments to AED16.3 billion, where AFS makes up a 
significant 104.4% of equity. Despite total investment losses and equity write 
downs making up 6.8% of equity, the bank still made few purchases. Losses 
going forward cannot be quantified as they are dependant on market conditions 
and we factored in investment provisions in our estimates making up 2.7% of 
operating income. However, beating its peers by a capital adequacy ratio of 
15.4%, NBAD’s has sufficient equity to withstand further losses. 
 
We initiate coverage on NBAD with a "Buy" recommendation based on our TP of 
AED12.23, which reflects 42% potential to current market price. We follow a 
triangulation approach to arrive at our target price using DCF and comparable PB 
multiple weighing 70%:30%, respectively. Our COE is 12.8% based on a risk 
premium of 6.5%, a risk free rate of 4.5% and a long term growth rate of 2%.  
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Buy  

Target Price (AED) 12.23 
Market Price (AED) 8.61 
Upside 42% 
  
  
Listed On ADX 
Bloomberg Code NBAD UH 
RIC NBAD.AD 
  
  
Market Cap. (AEDm) 17,022 
Market Cap. (USDm) 4,638 
  
  
Number of Shares (m) 1,977 
Foreign Ownership Limit 25% 
Foreign Ownership Level 1.26% 
  
  
Daily Turnover (AEDm) 5.4 
Daily Turnover (USDm) 1.5 
  
Ownership Structure  
Free Float 29.52% 
Government 70.48% 

  Key Performance Indicators 
Fiscal Year 07A 08A 09E 10E 11E
NII (AED Mil.) 2,405.0 3,607.6 3,934.5 4,448.9 4,937.6 
Total Income (AED Mil.) 3,665.6 5,301.3 5,963.2 6,761.5 7,503.8 
Net Income (AED Mil.) 2,505.1 3,018.7 3,428.3 3,951.2 4,371.5 
NIM 2.06% 2.49% 2.39% 2.42% 2.44% 
Gross Loans (AED Bil.) 82.6 115.2 124.4 136.9 150.6 
Cost/Income 28.7% 28.2% 28.9% 28.2% 28.5% 
Gross L/D 101.0% 111.0% 105.0% 100% 100% 
Dividend Yield 3.7% 2.3% 6.0% 7.0% 7.7% 
P/E (x) 6.8 5.6 5.0 4.3 3.9 
P/B (x)  1.5 1.2 1.1 0.9 0.7 
ROAE 24.8% 23.6% 22.8% 22.3% 20.5% 
ROAA 2.1% 2.0% 2.0% 2.0% 2.1% 

    A = Actual; E=HC's Estimates 
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 Real Estate exposure slightly  above the Central Bank's threshold 
During FY08, as per the central bank directives, NBAD reclassified real estate loans given to government and 
personal/private loans given to business out of the real estate umbrella, decreasing real estate and construction 
exposure to 19% in 9M08 which include AED1.0 billion in mortgages as per management guidance. As a result, the 
bank’s real estate loans/deposit ratio came in at 21.9%, slightly above the central bank limit. However, given the 
bank’s prudent approach for the coming year, we forecast this ratio to level off to 20%. Nonetheless we expect the 
actual real estate holding of the bank to be of higher value, posing risks of default. Accordingly, for conservative 
purposes we accounted for this in our provisions forecasts.  
 

 

 Cautious loan growth of 8.0% in FY09 and 10% onwards 
We believe the loan book will see a growth rate of 8% in FY09, capped at 10% going forward. It is important to 
clarify that such limited growth is not dependant on NBAD’s funding base as we believe it is sufficiently capitalized, 
but due to a slowdown on the demand side. As a result, management believes that its opportunity window for 
growth is the retail segment which it tapped in FY08, making up 19.7% of its portfolio in FY08, but which might be 
held back this year due to the current economic conditions. Nevertheless, spreads and margins are expected to 
improve once retail business starts increasing its stake in the bulk. The bank featured its highest L/D ratio in 1H08 
and 9M08, booking 122.5% and 118.9% respectively but smoothed at 111% in FY08 as loan growth in 4Q08 
dropped to a low 0.7%. However, the more significant reason behind the slow down in utilization goes back to the 
MoF’s deposit placed during the 4Q08 with NBAD's share of AED5.6 billion. Accordingly, NBAD’s total deposits 
increased by 26.6% YoY (6.4% QoQ) on the back of a 50% surge in government deposits. Given the AED20 billion 
remaining to be pumped as deposits and the AED4.0 billion notes offered by Abu Dhabi Government, in addition to 
slow lending in FY09, management aims to maintain a ratio hovering over 100% or less in the future for prudent 
measures. Its low NPL/loans ratio of 0.9% in FY08 and 1% in FY09 are justifiable as its loan book is geared towards 
private corporate firms, in addition to the intact real estate market in Abu Dhabi which has not featured project 
cancellations.  

 

 

  
Chart 1: Loans & deposits, L/D ratio 
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 Regarding the coverage ratio, the bank has taken cautious measures and increased it to 152% in FY08 
compared to 106% in FY07. Looking ahead, we expect the bank to cushion itself against bad loans through 
having a coverage ratio of 193% compared to a previous average of 100%.  

 

 Secure funding and liquidity  
NBAD has secured its funding position in FY08 after raising about AED4.0 billion from international markets through 
subordinated convertible notes and an AED2.0 billion club loan facility. Debt comprises a minimal 7.3% of the 
bank’s funding base which is entirely raised from international markets.   
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Table 1: NBAD’s Debt Facilities  

AED Billion Value Raised in Cost Tenor Status 
Club Loan Facility 2.02 FY08 Libor+0.8% (approx) 5 years  
Subordinated Conv. Notes 2.00 FY08 EIBOR-0.25% 10 years  
Subordinated Conv Notes 2.50 FY06 EBOR+0.25% 10 years 55.5% converted  

ECP 0.074 FY06 Floating N/A 
2.3% outstanding 

as of FY08 

EMTN 18.37 FY05 Floating N/A 
35.4% outstanding 

FY08 
Source: HC Brokerage 

  
Table 2: NBAD Funding Base 

AED Million 2007A 2008A 2009F 2010F
Interbank 23.92% 18.97% 14.82% 16.53% 
Deposits 60.43% 64.72% 67.64% 68.54% 
Equity 8.29% 8.98% 8.94% 9.88% 
Debt 7.36% 7.33% 8.61% 5.05% 
Source: HC Brokerage-Including AED4 billion by Abu Dhabi Government 

 

 

  
Despite the bank’s external leverage, NBAD has a strong deposit base making up 65.6% of its total funding of 
which 45.5% are in government deposits. In FY08, the bank’s share from the MoF’s two tranches of the AED25 
billion was AED5.6 billion, increasing deposits in the 4Q08 by 6.4%. The next contributor is the dried up interbank 
market, coming in with a 20.3% stake of funding. Overall, we see that the bank has raised sufficient funds to tap its 
growth. However, it is typical for the bank to see slow growth in deposits from time to time as it does not engage in 
any sort of window dressing such as increasing rates to attract deposits. Nevertheless, the AED4.0 billion notes that 
the Abu Dhabi government will inject in FY09 makes up a minimal 2.7% of the bank’s funding base as of 9M08 
(having the least contribution to the funding base among our banks under our coverage). This illustrates the bank's 
wide funding structure, placing it in a safe position compared to other players. The funds will also have a positive 
effect on the bank’s capital adequacy ratio in the future, increasing tier I capital to 18.7% from 16% in FY08 
according to NBAD’s management.  

 

  
Table 3: NBAD Maturity Table as of outstanding debt in FY08 

AED Million Within FY09 FY10 FY11-FY12 >FY12
Debt        638.6         3,895.9     2,359.6     9,233.5 
Maturing portion 3.96% 24.16% 14.63% 57.25% 
Source: HC Brokerage-Including the AED4.0 billion by AD 
 

 

 Flat non interest income contributing a healthy 22% to total income 
NBAD’s fees and commission income have reflected a progress of 27.8% YoY during FY08, contributing about 
21.3% to NBAD’s total income. Around 37.8% of the bank’s fees are generated from the loan lending operations 
which expanded during the year by 40.7%. Asset management fees are the second contributor; however, we see 
that this may feature a plunge in FY09 due to slow capital markets. As for investments, the bank increased its 
position in FY08 in AFS investments to AED16.3 billion and booked a loss of AED193.2 million in that year and 
another AED778.0 million as unrealized revaluation loss. We are skeptical of the bank’s 70% AFS investment 
exposure (making up a bulk of 104% of equity) to international markets, of which 66% is invested in banks and 
financial institutions, which have been hit hard by the financial crisis and expect further impact on the bottom line. 
Accordingly, we expect the bank’s equity to be affected by more unrealized revaluation losses in FY09. It is further 
worth noting that the bank has no holdings of debt instruments such as SIVs and CDO’s, which are a growing 
concern in the current global situation.  
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 NBAD In Brief 
• NBAD was established in 1968 with the purpose of being the primary bank of the Emirate of Abu 

Dhabi. It is the largest bank in Abu Dhabi with 11.5% and 11.2% market share of loans and deposits 
respectively, making it the second UAE bank following Dubai’s ENBD 

• NBAD is 70.48% owned by the Abu Dhabi Investment Council, while the remaining 29.53% is free 
floating with a 25% limit for foreign ownership. 

• With 24 branches, Egypt makes up the bank’s largest international presence, serving corporate high 
net worth clients and helping the bank benefit from solid margins. According to management, 
operations are in a healthy position and suffer no major impact from the current crisis.   

• The bank provides its customers with a wide variety of financial services, including basic banking 
operations and international banking networks in addition to its wholly owned subsidiaries: Abu Dhabi 
Financial Services, Abu Dhabi National Leasing Company, Abu Dhabi National Property and Abu Dhabi 
National Islamic Finance. 

• The bank currently owns the largest asset management arm in the country, supporting current assets 
of approximately AED1.1 billion as of November, 2008 and servicing high net worth individuals. 

• The bank has a net position of AED3.0 billion subordinated convertible notes (of which AED2.5 billion 
were issued in FY06 and AED1.4 billion of it was converted in February FY08) in addition to AED2.0 
billion convertible notes issued in February 2008 which were subscribed by European investors, 
boosting foreign holdings upon conversion. If fully converted, the notes are expected to yield about 
205.2 million shares. 

 

 

 SWOT Analysis  

 
 
 
 
 
 
 
 
 

Strengths Weakness
i. Strongly backed by the government on the funding side i. AFS investments make up 91.2% of  total investments of which 
   securing stable and ongoing government deposits of 38%   70.1% is invested in international markets leading to more 
    as of FY07     write downs in equity
ii.Has a high penetration rate in the UAE having 83 branches; ii. 66% of AFS invested  banks and financial institutions 
  

 and 39 branches in 9 other countries. The bank has strong 
   presence in Egypt with 24 branches
   branches in the GCC 

iii. The bank has a conservative lending approach lending 
     only to corporate private firms 
vi. Strong asset quality with NPLs making up 0.93% of total 

    loans in FY08 

Opportunities Threats
i. Penetrate retail market, increasing margins i. As of FY07 NBAD's interbank position reversed to a net borrower 
   and funding base   of AED24 billion
ii. Given its size, the bank is considered a consolidator ii. Adhering to the bank's strategy on maintaining interest rates on 
iii.Will be adequately capitalized in terms of capital adequacy    deposits, the bank will loose out on deposit attraction opportunities

  
  upon the conversion of its subordinated convertible notes    where other banks are offering higher than prevailing market rates

    and the AED4.0 billion injection by the Abu Dhabi Federal
    Government
iv. Islamic banking profits have been robust in FY08 coming
    in at AED24 million providing an extra source of income 
v. The bank intends to open representative offices in Hong 
     Kong and Jordan in FY09 to expand its global exposure. 
    However we expect delay in their initiation due to current
    economic conditions. 
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 Valuation  

 We initiate coverage on National Bank of Abu Dhabi with a "Buy" recommendation 

We initiate coverage on NBAD with a “Buy” recommendation based on a DCF TP of AED12.23 per share. We follow 
a triangulation approach to arrive at our target price using DCF and comparable PB multiple weighing 70%:30%, 
respectively. Our DCF FV based on excess returns was at AED12.51 having an upside of 45.3%. Our COE is 12.8% 
based on a risk premium of 6.5% and a long term growth rate of 2%. Relative valuation based on implied PBV 
yielded a target of AED11.56, having an upside of 34.3%. Accordingly, our weighted average target price of NBAD 
is AED12.23 having an upside of 42%.  
 

NBAD is sufficiently capitalized on the funding side due to government-backed deposits. Moreover, the 57.2% of 
the bank’s debt maturing after FY12 saves the bank from turning to costly international markets or current 
expensive deposits in the short term. Also the bank’s intention to enter the retail segment is a growth opportunity 
which is expected to impact margins positively. The bank’s strong international presence, specifically in Egypt, 
allows it to tap different markets and explore new growth opportunities. Finally, knowing that NBAD’s client base is 
mostly the private corporate sector, there is not much concern with the asset quality having a low NPL/loans ratio 
of 0.9% in FY08 and an expected 1.0% by FY09. Our only concern lies in the 70.1% of AFS invested in 
international markets, of which 66% geared to banks and financial institutions which could result in further write 
downs hurting the bank’s equity position or sold investment losses eating up bottom line.  

 

  
Table 4: Sensitivity Analysis of Value Per Share to CoE and Perpetual Growth Rate  

CoE (%) Perpetual 
Growth Rate (%) 11.8 12.8 13.8 

1.00 13.87 12.37 11.11 
2.00 14.15 12.51 11.17 
3.00 14.48 12.69 11.25 

Source: HC Brokerage 

 

  
Table 5: Excess Return Valuation 

AED mil 2009 2010 2011 2012 2013 Terminal 
Value 

Net Income 3,428.3 3,951.2 4,371.5 5,011.1 5,689.6 4,589.3 
Equity Cost 1,837.6 2,004.9 2,525.0 2,932.9 3,406.4 3,916.2 
Excess Equity 
Return 1,590.6 1,946.4 1,846.5 2,078.2 2,283.2 673.0 
TV of E.Eq return     6,230.7 
Present Value        1,438.6           1,560.6      1,312.6      1,309.6     1,275.5      3,480.9 
Div. payout ratio 30.00% 30.00% 30.00% 30.00% 30.00% 30.00% 
Return on Equity 22.84% 22.33% 20.50% 20.24% 19.82% 15.00% 
Equity Invested  14,356.6     
PV of Equity Excess 
Return  6,896.9     
PV of Terminal 
Value 3,481.0     
Value of Equity  24,734.5     
Number of shares  1,976.6     
Value Per Share  12.51     
Source: HC Brokerage 
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       Performance Indicators: NBAD vs. sector   
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Strong asset quality topping its peers  NPL/G.Loans
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NIMs converging with tapping retail clients 
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         Financial Statements and Ratios 

 AED Million 07A 08A 09E 10E 11E 12E 
 Income Statement       
 Interest Income 7,084.1 7,383.2 8,465.8 9,513.8 10,513.4 11,593.1 
 Interest Expense 4,679.2 3,775.6 4,531.3 5,064.9 5,575.7 6,068.1 
 Net Interest Income 2,405.0 3,607.6 3,934.5 4,448.9 4,937.6 5,525.0 
 Fees & Commissions 885.3 1,131.3 1,301.1 1,496.2 1,645.9 1,810.5 
 FX Income 219.0 424.0 487.7 560.8 645.0 741.7 
 Investment Income 117.0 (193.2) 6.2 8.3 15.3 16.9 
 Other Income 39.4 331.6 233.8 247.3 260.0 273.2 
 Non-Interest Income 1,260.6 1,693.7 2,028.7 2,312.6 2,566.2 2,842.2 
 Total Income 3,665.6 5,301.3 5,963.3 6,761.6 7,503.8 8,367.2 
 Total Operating Expenses 1,054.4 1,493.4 1,720.6 1,908.4 2,139.7 2,259.7 
 Pre-Provisions Income 2,611.2 3,807.9 4,242.6 4,853.1 5,364.2 6,107.6
 NPL Provisions 41.7 717.1 737.2 813.0 894.3 983.7 
 Associate and other income - - - - - - 
 Pre-Tax Income 2,569.5 3,090.8 3,505.4 4,040.1 4,469.8 5,123.8 
 Income Taxes 64.4 72.1 77.1 88.9 98.3 112.7 
 Net Income After Tax 2,505.1 3,018.7 3,428.3 3,951.2 4,371.5 5,011.1 
 Minority Interest - - - - - - 
 Net Income 2,505.1 3,018.7 3,428.3 3,951.2 4,371.5 5,011.1 
 Appropriations       
 Net Income 2,505.1 3,018.7 3,428.3 3,951.2 4,371.5 5,011.1 
        
 Balance Sheet       
 Assets       
 Cash & Due from Central Bank 36,399.3 19,432.9 32,159.5 31,611.6 34,956.1 38,545.9 
 Due from Banks 8,158.3 6,788.5 9,220.7 12,171.3 13,388.4 14,727.2 
 Investments 11,254.9 16,278.4 14,753.0 18,256.9 20,082.6 22,090.8 
 Gross Loans 82,561.1 115,225.4 124,443.4 136,887. 150,576.5 165,634.1
 NPL Provisions  2,832.0 3,461.1 3,496.5 4,373.8 5,270.5 6,256.7 
 Net Loans and Overdrafts 79,729.1 111,764.3 120,946.9 132,513. 145,306.0 159,377.4
 Other Assets 3,305.8 9,071.2 5,532.4 6,085.6 6,694.2 7,363.6 
 Net Fixed Assets 583.3 1,319.2 1,800.6 2,215.1 2,712.5 3,348.7 
 Total Assets 139,430.7 164,654.5 184,413.0 202,854. 223,139.8 245,453.7
        
 Liabilities       
 Total Deposits 81,736.7 103,481.1 118,517.5 136,887. 150,576.5 174,351.7
 Due to Banks 32,347.0 30,332.3 25,966.1 33,002.2 34,443.9 31,057.0 
 Borrowings 9,950.7 11,719.2 15,080.6 10,090.1 10,090.1 10,730.5 
 Dividends Payable       
 Other Liabilities 4,182.1 4,765.2 9,185.6 3,147.3 5,116.2 2,701.9 
 Total Liabilities 128,216.5 150,297.9 168,749.9 183,127. 200,226.7 218,841.1
 Shareholders' Equity 11,214.2 14,356.6 15,663.1 19,726.9 22,913.0 26,612.7 

 



 

 

 
What lies Beneath 
 
 ADCB’s has embarked on relatively unsafe schemes in times where 

markets were facing a downturn. High utilization ratios driven by the 
aggressive penetration of the retail sector and  real estate exposure 
of at least 37% of deposits are factors set to challenge the bank’s 
asset quality. 

 
 Diversifying sources of income by entering the Islamic market. 

 
 We initiate coverage on ADCB with a "Hold" rating based on our TP of 

AED2.03, with a 18.6% upside 
 
Being a strong corporate bank with corporate clientele making up a bulky 67.6% of 
its 9M08’s loan book, ADCB has been adopting an upbeat plan, aggressively 
accessing the retail market segment in FY08, with a relatively higher holding than 
its conventional peers. FY08 loan growth surged by 45.1% YoY on the back of retail 
loan growth of 68% in 9M08 versus FY07. Utilization ratios accordingly peaked to 
149.5% during the 9M08 but smoothed by year's end to 131%, which is still 
comparably high, on the back of the MoF’s deposit. The bank also engages in 
personal share financing which comprises 47% of personal loans, adding to the 
margin of risk during a capital markets slump. Another burdening factor is the 
bank’s high corporate real estate exposure of at least 25%, which is 37% of 
deposits as of 9M08, above the Central Bank’s 20% threshold.  
 
With Islamic banking being shielded from investment losses related to toxic 
instruments in addition to its growing popularity, the launch of ADCB Methaaq as 
well as access to the Malaysian market through a 25% stake in RHB Capital adding 
associate income. Both of these factors are expected to support bottom line growth 
in the future.     
 
We initiate coverage on ADCB with a “Hold” recommendation based on a DCF TP of 
AED2.03 which reflects 18.6% potential to current market price. We follow a 
triangulation approach to arrive at our target price using DCF and comparable PB 
multiple weighing 70%:30%, respectively. Our COE is 13.0% based on a risk 
premium of 6.5%, a risk free rate of 4.5% and a long term growth rate of 2%.  
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Hold  

Target Price (AED) 2.03 
Market Price (AED) 1.71 
Upside 18.6% 
  
  
Listed On ADX 
Bloomberg Code ADCB UH 
RIC ADCB.AD 
  
  
Market Cap. (AEDm) 8,225 
Market Cap. (USDm)   2,241  
  
  
Number of Shares (m) 4,810 
Foreign Ownership Limit 25% 
Foreign Ownership Level 1.98% 
  
  
Daily Turnover (AEDm) 8.3 
Daily Turnover (USDm) 2.3 
  
Shareholders Structure  
Free Float 32.5% 
Government 64.8% 

  Key Performance Indicators 
Fiscal Year 07A 08E* 09E 10E 11E
NII (AED Mil.) 2,288.4 2,530.3 2,624.6 2,964.8 3,2124.4 
Total Income (AED Mil.) 3,799.9 4,500.9 4,389.5 4,799.3 5,116.9 
Net Income (AED Mil.) 1,987.5 1,358.6 1,355.0 1,624.6 1,871.8 
NIM 2.6% 2.1% 1.9% 1.9% 1.9% 
Gross Loans (AED Bil.) 76.8 111.5 119.3 128.9 139.2 
Cost/Income 28.8% 40.3% 43.0% 42.6% 43.4% 
Gross L/D 134.4% 131.2% 128.0% 120.0% 115.0% 
Dividend Yield 4.9% 5.8% 5.8% 7.9% 9.1% 
P/E (x) 4.1 6.1 6.1 5.1 4.4 
P/B (x)  0.7 0.5 0.4 0.4 0.4 
ROAE 18.1% 10.0% 7.8% 8.3% 9.0% 
ROAA 2.1% 1.1% 0.9% 1.0% 1.0% 

*FY08E has been adjusted for the preliminary earnings release. 
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 Struggling through a tough year with investment write downs and charge offs 
FY08 was an eventful year for ADCB on various frontiers, starting with the hard hit to its investment portfolio, 
which was significantly exposed to the US sub prime crisis through aggressive positions in CDOs and SIVs. This 
lead the bank to later file lawsuit cases against Morgan Stanley, Bank of New York, Moody’s and S&P as it 
claimed it was misled about the quality of the underlying mortgages in which the SIVs were invested. A total of 
AED475.2 million was written down until 9M08, of which AED291 million was charged to equity and AED184 
million to the income statement. 
  

 

 An expensive acquisition of RHB at PBV of 2.1x, but gaining access to off shore markets  
On a more positive note, the bank succeeded in taking over 25% of Malaysia’s fourth largest bank by assets, 
RHB Capital, for USD1.23 billion. Accordingly, it raised AED4.8 billion Mandatory Convertible Notes to fund the 
acquisition, which was included in tier I capital of the bank. Accordingly, the bank intended to raise bonds 
denominated in Malaysian Ringgit exceeding USD299 million with three and five year maturities, but delayed 
the issuance in light of deteriorating conditions. Although we see this as an expensive deal as the stake was 
acquired at a P/BV of 2.1x versus an industry average of 1.6x at the time, we believe that it signifies the bank’s 
strategy of entering an off shore market as a means of expansion. Moreover, the bank became part of the 
government-backed Abu Dhabi Finance, a mortgage provider with capital of AED500 million set during 3Q08. 
ADCB owns a 20% stake in the alliance with Aldar, Mubadala Development Company, Sorouh Real Estate and 
TDIA. This is seen to stimulate the bank’s mortgage portfolio through cross selling advantages. 
 

 

 Sluggish loan growth with a CAGR of 8.0% FY09-FY13  
ADCB managed to dampen its skyrocketing utilization ratio of 149.5% (topping all other banks) during 9M08 to 
131%, being the second highest by year's end. This was as a result of a QoQ loan growth of 6.5% and a higher 
deposit growth rate of 21.3%. Our explanation for the deposit growth is that ADCB gave up on its margins and 
raised deposit rates to accumulate funds, in addition to the two funding tranches of AED25 billion each which 
banks received from the Ministry of Finance. Despite ADCB’s large corporate client base, which makes up a 
bulky 69% and 54.4% of loans and deposits respectively, the bank’s efforts are evident in increasing its share 
in the personal loans segment, which made up 35.6% loans during 9M08. The bank is also offering some of the 
highest rates on its “Maxima Plus Fixed Deposit”, offering 5.25% for the one-month deposits and up to 25% 
(cumulative) for the 36-month deposits. This demonstrates the bank’s efforts in entering niche LOBs to raise 
funds at humble spreads.  
 

 

 Utilization ratios to remain over 100% 
Accordingly, and unlike our outlook for other banks, we believe it will be tough for ADCB to cap its L/D ratio in 
the future at a minimum 1:1 ratio. We are expecting it to level off at 128% in FY09 but smooth out to just 
above 100% in FY13. Although the bank expects real estate lending to slow down, impacting the bank’s lending 
prospects, management assured that it will continue to be involved with the small and medium enterprises and 
retail businesses in the UAE. Accordingly, NPLs/loans are set to rise to 2.0% in FY09 and FY10 respectively from 
1.14% in FY08 as the rise in contribution of retail sector poises risks of default by customers in times of 
slowdown, leading coverage ratios to rise to book 113% and 138% respectively.   
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Chart 1: Retail & real estate exposure as a % of gross loans 
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Source: HC Brokerage 

 

 Red flags for direct and indirect real estate exposure at 37% - well over the Central Bank 20% 
threshold 

ADCB’s exposure to the real estate and construction sectors was on the rise in FY08, ending the 9M08 with 25% 
stake in loans, which is a 37% of deposits and is much higher than the Central Bank’s 20% threshold. This excludes 
the mortgage or real estate exposure belonging to personal loans, which inevitably will increase the risk. To limit its 
exposure to real estate and mortgage loans, ADCB has increased mortgage rates to 9% from 7.5% and lowered L/V 
ratio to 70% from 90%. Still, the bank has exposure to infrastructure and real estate financing through its joint 
venture with Australian Macquarie Bank in FY05, which focuses on the infrastructure projects in the UAE as well as 
an emphasis on mergers and acquisitions and project finance advisory services for clients in the UAE. Moreover, the 
bank became a shareholder with a 20% in Abu Dhabi Finance, which is Abu Dhabi’s main mortgage provider. 
ADCB’s has a 100% owned subsidiary, Abu Dhabi Commercial Properties, which operates in commercial and 
residential construction Projects. It stated that it will establish 700 new projects providing 18,000 units at an 
estimated cost of AED5 billion. We believe that ADCB has locked its position in terms of its real estate exposure and 
seems to be maintaining its strategy for the future, which makes us skeptical about the bank’s loan book position, 
especially since it is not left with limited investment windows as Islamic banks are.  

 

 

 Funding concerns over the short term with 19% maturing in FY09 and 41% within the coming 
three years  
Compared to banks operating in the UAE, ADCB is among the least dependant on funding through deposits, 
with the figure booking only 56.4% in FY07. The next main contributor is the wholesale funding primarily being 
debt. The debt mixture is made up of EMNTs, syndicated loan, and subordinated floating rate notes in addition 
to an AED4.8 billion mandatory convertible note issued in mid FY08-FY11 in order to expand the bank’s capital 
base and to provide the necessary liquidity.  

 

  
Table 1: ADCB Maturity Table 

AED mill Within FY09 1-3 years Over 3 years
 8,054.6 18,591.6 18,661.4

Debt Mixture 17.8% 41.0% 41.2%
Source: HC Brokerage 

 

 

 Given that the majority of the bank’s debt will mature in the coming 1-3 years we highly expect ADCB to turn to 
wholesale funding by the end of 2011 or early 2012. Furthermore, its minimal dependency on deposits 
compared to other banks will rebound as the bank is tapping the retail market in addition to its strong corporate 
client base. However, the AED4 billion to be pumped by the Abu Dhabi Federal Government, making up 3.4% 
of the bank’s 9M08 funding base (excluding equity), is expected to neutralize the intensity of the funding 
unavailability. Also, the bank’s strategy of raising rates to become more dependant on deposits is a safety 
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haven, in addition to the fact that as international markets relax, funding is set to come in cheap. It is also 
worth noting that ADCB secured a net interbank lender position historically, and with AED6.8 billion until 9M08. 
Looking ahead, specifically in 2010, we expect the dependency on interbank borrowing to rise as the MCN, 
AED1.47 subordinated loan and 40.5% of its syndicated loan will mature. 

  
Table 2: ADCB Funding Base 

 2007 2008 2009 2010 
Inter bank  5.52% 2.89% 2.30% 5.12% 
Deposits 56.36% 60.04% 62.85% 64.81% 
Equity 11.14% 11.16% 12.86% 12.20% 
Debt 26.99% 25.91% 21.99% 17.87% 
Source: HC Brokerage-Including the AED4.0 billion notes 

 

 

 Total investment write downs making up 4.2% of equity 
As of 9M08, 99.6% of investments were booked under AFS with the bulk of 52.9% invested in bonds in the 
UAE. Moreover, the bank was exposed to CDOs and SIVs which are backed by real estate property in the US 
and Europe hit by the sub prime crisis. As of 9M08 the bank’s total exposure came in at AED1.7 billion, booking 
AED664.million in provisions for AFS in addition to a total write down of AED475.2 million (AED291.2 million in 
equity and AED184 million to income statement) representing 4.2% of equity.  We expect the bank to book 
further write downs hurting equity and income statements. Another burdening factor on equity is that in 3Q08, 
the bank started reclassifying trading investments with a fair value of AED77 million to AFS, in accordance with 
the amendments made International Accounting Standards (IAS 39). Accordingly, investment income which 
comprised 3% of total income in FY07 is set to drop to 2.2% and 0.4% in FY08 and FY09 respectively, on the 
back of sale of investments.  

 

 Non interest expense munching on bottom line 
We are expecting the bank to maintain its cost/income ratio at an average of 42% in line with the industry 
average, fueled by a 16% combined CAGR of wages and SG&A due to extending its retail branch network in the 
UAE and Oman as well as the formation of the full fledged Islamic subsidiary. The bank also disclosed that it 
hasn't laid off employees that it has no retrenchment plans in the foreseeable future. 
We account for associate income resulting from Malaysia’s RHB Capital and Abu Dhabi Finance, which started 
their contribution during the 3Q08, in addition to land revaluation gains which cannot be assessed and gains on 
derivatives under the “other income” category. The bank has made adequate loan loss and investment 
provision charges in FY08 of AED1.5 billion, munching a hefty 60.3% of the bank’s dampening losses in the 
coming years. Therefore, we expect charges will make up 52% of operating income in FY09. 

 

 Spreads tumbling in FY09  

As mentioned earlier, ADCB’s spreads are expected to be under pressure as it raises deposit rates to attract 
funds, as well as its expanding retail line of business which demands higher rates. Moreover, the funding cost is 
set to further bolster with the 6% charge on the AED4 billion notes issued to the Federal Government of Abu 
Dhabi. Accordingly, FY09 and FY10 spreads are set to register 1.61% and 1.63% respectively. 

 

 
 

Chart 2: ADCB spreads FY09-FY12 
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ADCB 
• Established in 1985, the bank is 64.8% owned by ADIC while the remaining 32.5% is open for trading 

to the public with a 25% foreign ownership limit. 
• ADCB is the third largest bank in the UAE in terms of loans and deposits, with a market share of 

10.5% in terms of loans. 
• The bank has about 40 branches in the UAE and two located in India. 
• Real estate and construction have taken the bulk of the bank’s loan book, booking a hefty 25% as of 

9M08 (excluding the real estate stake in personal loans) ,which represents 37% of deposits and 
exceeds the 20% regulatory limit. 

• ADCB’s retail customer base has been on the rise through expanding personal loans, especially in the 
automotive and credit card businesses, reaching 35.5% of its loan book by 9M08. 

 

 SWOT 

Strengths Weakness
i. Has a solid corporate banking client base making up 69% i. At least 25% of the loan book is geared towards real estate 
 of loans and 54.4% of deposits  and construction making up 37% of deposits 
ii. The bank is increasing its personal business boosting  ii. High exposure to debt securities such as SIVs and  CDOs
 margins as retail loans now comprise 35.6% of loans which are based on the performance of collaterals located 

 in the USA and Europe
impairment losses and fair value changes affecting equity
iii.Direct and indirect real estate exposure through 
Abu Dhabi Commercial Properties Abu Dhabi Finance and 
real estate JV between Macquire Bank of Australia and ADCB 
formed in FY05

Opportunities Threats
i.The newly launched Islamic banking operations i. Has the highest utilization ratio among UAE banks of 149.5% as 
  "ADCB Meethaq" during 3Q08 (made up 2.6% of deposits)    of 9M08 creating a pressure on funding
    can lead to cross selling  operations among clients ii. Despite a healthy deposit growth during 3Q08 due to raising 
ii.The bank can expand its branch networks in the MENA interest rates, margins are expected to squeeze 
  region as India is its only current off shore market
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 Valuation  

 We initiate coverage on Abu Dhabi Commercial Bank with a "Hold" recommendation 

We initiate coverage on ADCB with a “Hold” recommendation based on a DCF TP of AED2.03 per share. We follow 
a triangulation approach to arrive at our target price using DCF and comparable PB multiple weighing 70%:30%, 
respectively. Our DCF FV based on excess return resulted in a TP of AED2.44 having an upside of 42.6%. Our COE 
is 13.0% based on a risk premium of 6.5% and a long term growth rate of 2%. Relative valuation based on implied 
PB yielded a target of AED1.07, having a downside of 37.4% due to an expected ROE of 7.8%.  
 
We have factored in CoE the risk associated to the bank’s investment portfolio. More than other any other bank 
under our coverage, we are concerned with ADCB’s fate due to the skyrocketing L/D ratio, asset quality as the 
bank affirmed it will continue lending to SMEs and retail clients, high exposure of investments AFS leading to write 
downs in equity and income statement (if sold), as well as funding concerns to keep up with loan growth. We 
believe ADCB will struggle to tune down its L/D ratio to about 100% over the forecasted period due to its 
aggressive lending strategy pressuring it to accumulate deposits to keep up with asset growth.  
 

 

  
Table 3: Sensitivity Analysis of Value Per Share to CoE and Perpetual Growth Rate  

CoE (%) Perpetual 
Growth Rate (%) 12.0 13.0 14.0 

1.00 2.77 2.42 2.124 
2.00 2.82 2.44 2.126 
3.00 2.87 2.46 2.129 

Source: HC Brokerage 

 

 

 Table 4: Excess Return Valuation 

AED mil 2009 2010 2011 2012 2013 Terminal 
Value 

Net Income 1,355.0 1,624.6 1,871.8 2,053.4 2,200.8 2,751.0 
CoE  1450.7 1876.3 2025.8 2184.7 2354.3 2524.7 
Excess Equity Return (95.7) (251.7) (154.0) (131.4) (153.5) 225.0 
TV of excess equity 
return     2,044.9 
Present Value (86.5) (201.1) (108.9) (82.2) (85.0) 1,132.6 
Div. payout ratio 35.00% 40.00% 40.00% 40.00% 40.00%  
Return on Equity 7.77% 8.27% 8.99% 10.38% 11.71% 14.16% 
Equity Invested  11,157.6     
PV of Equity Excess 
Return  (563.8)     
PV of Terminal Value 1,132.6     
Value of Equity  11,726.0     
Number of shares  4,810.0     
Value Per Share  2.44     
Source: HC Brokerage 

 

 

 *For valuation purposes we removed the AED4.8 billion MCN from equity (as the bank started accounting for it 
under equity in 4Q08 inline with the IFRS new law) and included it in the debt. 
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       Performance Indicators: ADCB vs sector 

Loan Growth in tandem with sector
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                 Financial Statements and Ratios 

 AED Million 07A 08A* 09E 10E 11E 12E 
 Income Statement       
 Interest Income 5,992.2 5,970.4 7,023.6 7,678.9 8,374.6 9,175.8 

 Interest Expense 3,703.8 3,440.1 4,399.0 4,714.0 5,160.2 5,626.3 

 Net Interest Income 2,288.4 2,530.3 2,624.6 2,964.8 3,214.4 3,549.5 

 Fees & Commissions 874.0 1,022.5 1,043.0 1,074.3 1,106.5 1,139.7 

 FX Income 116.6 303.1 312.2 321.5 331.2 341.1 

 Investment Income 105.5 96.0 15.3 29.2 33.2 38.7 

 Other Income 415.5 548.9 394.5 409.4 431.6 455.8 

 Non-Interest Income 1,511.5 1,970.6 1,764.9 1,834.4 1,902.5 1,975.2 

 Total Income 3,799.9 4,500.9 4,389.5 4,799.3 5,116.9 5,524.7 

 Total Operating Expenses 1,008.6 1,741.5 1,886.9 2,042.5 2,202.6 2,371.9 

 Pre-Provisions Income 2,791.2 2,759.3 2,502.6 2,756.7 2,914.3 3,152.8 
 NPL Provisions 703.0 1,557.4 1,306.3 1,263.7 1,198.6 1,295.4 

 Associate and other income  279.2 268.0 281.7 307.1 361.6 

 Pre-Tax Income 2,088.3 1,481.1 1,464.3 1,774.7 2,022.8 2,219.0 

 Income Taxes 3.4 6.7 7.3 8.9 10.1 11.1 

 Net Income After Tax 2,084.9 1,474.4 1,457.0 1,765.9 2,012.7 2,207.9 

 Minority Interest 97.4 115.8 102.0 141.3 140.9 154.6 

 Net Income 1,987.5 1,358.6 1,355.0 1,624.6 1,871.8 2,053.4 

 Appropriations       
 Net Income 1,987.5 1,358.6 1,355.0 1,624.6 1,871.8 2,053.4 

        
 Balance Sheet       
 Assets       
 Cash & Due from Central Bank 15,657.6 12,446.1 17,421.4 17,440.1 20,114.3 23,691.3 

 Due from Banks 6,030.4 10,341.0 11,168.3 15,651.6 17,060.2 18,595.6 

 Investments 3,090.6 3,693.2 3,190.9 3,478.1 4,359.8 5,165.4 

 Gross Loans 76,826.0 111,505.3 119,310.7 128,855.5 139,164.
0

150,297.1 

 NPL Provisions  1,150.0 1,990.7 2,730.4 3,529.3 4,225.2 4,976.6 

 Net Loans and Overdrafts 75,676.1 109,514.6 116,580.3 125,326.2 134,938.
8

145,320.5 

 Other Assets 5,266.7 11,246.6 10,675.3 11,472.2 12,515.4 13,240.0 

 Net Fixed Assets 492.5 487.1 510.7 537.9 569.1 605.0 

 Total Assets 106,213.8 147,728.6 159,546.9 173,906.1 189,557. 206,617.9 

        
 Liabilities       
 Total Deposits 57,160.8 84,988.8 93,211.5 107,379.6 121,012.

2
143,140.1 

 Due to Banks 5,598.4 4,091.7 3,410.4 8,479.6 11,581.0 10,532.8 

 Borrowings 27,370.3 36,668.1 32,613.6 29,613.6 24,613.6 26,144.4 

 Dividends Payable       
 Other Liabilities 4,672.6 6,064.7 11,105.9 8,065.2 10,747.5 8,517.4 

 Total Liabilities 94,802.1 131,813.4 140,341.3 153,538.0 167,954.
3

188,334.8 

 Shareholders' Equity 11,411.7 15,915.2 19,205.6 20,368.1 21,603.4 18,283.1 

        
                                      * Bank's KPIs   
 
 



 

 

When realty returns to reality 
 
 Substantial exposure to real estate, in our view, is a huge overhang 

on the stock. FGB's real estate exposure arises not only from its loan 
book but also from its subsidiaries, associate and direct property 
investments. 

 
 FGB, however, benefits from solid liquidity and strong connections. 

 
 We initiate coverage on FGB with a ‘Hold’ recommendation. In this 

instance, we have not followed our internal rating system due to the 
real estate exposure, a key risk element. 

In our coverage universe, FGB has the highest real estate exposure in its loan book, 
standing at 52% as of the end of last year. This amounts to 31% of total deposits, 
well above the statutory limit of 20%, and 22% of total assets. On top of that, the 
bank’s assets and earnings include the performance of its real estate subsidiaries 
Mismak (wholly owned) and Radman (80% stake). Above all, the bank has directly 
invested AED3.7 billion in properties, amounting to 25% of equity as of the end of 
2008. As such, FGB’s real estate exposure is substantial, making it the most 
vulnerable to the weakening property market. Even when the property market 
bounces back, the bank is left with no room to grow its loan book in the real estate 
segment, as it is already way above the statutory threshold. 
 
A well-timed issuance of mandatory convertibles of AED3.6 billion last year and the 
capital notes of AED4 billion issued to the Abu Dhabi government this year have 
strengthened the bank’s liquidity as well as the capital level. With 71% of funding 
from deposits and a relatively healthy loan to deposit ratio of 108% as of the end of 
last year, the bank’s liquidity continues to be solid and supports its international 
expansion agenda too. Recently, the bank commenced operations in Libya and 
obtained approval to start banking activities in Qatar. It also has Algeria and other 
African countries on its radar. International expansion should maintain the bank's 
long term growth momentum, but it will take another four to five years to 
significantly impact the bottom line. 
 
We rate FGB a "Hold" despite the upside potential in our TP, as we consider the 
risks from real estate to significantly outweigh the upside potential. Our TP is 
AED12.17, with an upside of 49%. We follow a triangulation approach to arrive at 
our target price using DCF and comparable PB multiple weighing 70/30, 
respectively. Our COE is 13.8% and perpetual growth rate is 2.0%. Risks are 
property market collapsing at unexpectedly severe levels, triggering a wave of 
defaults and write-downs. 
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Hold  

Target Price (AED) 12.17 
Market Price (AED) 8.17 
Upside 49.0% 
  
  
Listed On ADX 
Bloomberg Code FGB UH 
RIC FGB.AD 
  
  
Market Cap. (AEDm) 11,233 
Market Cap. (USDm) 3,060 
  
  
Number of Shares (m) 1,375 
Foreign Ownership Limit 15.0% 
Foreign Ownership Level 14.1% 
  
  
Daily Turnover (AEDm) 25.0 
Daily Turnover (USDm) 6.9 
  
Ownership Structure  
Free Float 83.5% 
HH Sheikh Tahnoun 5.6% 
Nahda Investment Co. 5.2% 
  

 

  Key Performance Indicators 
Fiscal Year 07A 08A 09E 10E 11E 
NII (AEDm) 1,331.3 2,580.5 2,955.4 3,039.8 3,273.6 
Total Income 2,753.1 4,541.5 4,970.0 5,286.2 5,699.2 
Net Income (AEDm) 2,008.2 3,005.3 2,573.0 3,024.6 3,163.9 
NIM 2.3% 3.1% 3.0% 2.9% 3.0% 
Gross Loans (AEDb) 45.1 80.5 83.7 90.4 97.7 
Cost/Income 22.2% 25.0% 25.7% 27.4% 29.0% 
Gross L/D 86.2% 108.8% 105.0% 100.0% 98.0% 
Dividend Yield 2.2% 4.3% 4.6% 5.4% 5.6% 
P/E (x) 5.6 3.7 4.4 3.7 3.6 
P/B (x)  1.1 0.7 0.6 0.5 0.5 
ROAE 21.0% 22.8% 14.9% 15.4% 14.3% 
ROAA 3.3% 3.3% 2.3% 2.6% 2.5% 
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 Huge real estate exposure to penalize loan book this year  

Among its peers, FGB tops the list in real estate exposure with direct and indirect real estate loans amounting to 
approximately half the loan book as of the end of last year. On top, share financing comprises 11% of the loan 
book, adding to the casualty list. Corporates contribute a significant 60% to the loan book, followed by retail at 
37%, while government has a tiny 3%. Thus, the loan book is highly geared to high net worth individuals and large 
corporates. As such, falling oil prices and deteriorating property markets would mean FGB will see heavy windfalls in 
its loan book growth, and we forecast growth of a 4% for this year, half of our industry growth expectation.  

 

 Margins likely to be flat this year 
In our view, FGB is in a better position to demand higher rates from its customers due to its profile. Since the bank 
resets the interest rates charged on its deposits on a monthly basis, it stands to benefit from the current benign 
interest rate environment. Though we do not have the details as to the re-pricing frequency of its loan book, the 
NIM has steadily increased during the four quarters last year along with an increase in interest rates. As such, we 
believe that NIM would decline slightly by 10 bps this year.  
 

 

 

 Liquidity improved with the issuance of capital notes to the government 
Despite the increase in the loan to deposit ratio to 108% last year from the conservative 86% in the previous year, 
liquidity remains solid with the issuance of the mandatory convertibles and capital notes. It issued mandatory 
convertible bonds amounting to AED3.6 billion paying interest at EIBOR + 100 bps, a well-timed one helping the 
bank to reduce its reliance on wholesale funding. Now that the EIBOR is heading south, the bank stands to benefit 
from lower interest payments. Additionally, beginning this year, the bank issued capital notes of AED4 billion to the 
Abu Dhabi government, 25% of total equity as at the end of last year. With AED2,755 million of MTN maturing this 
March, the bank is in a solid position to meet its ends. We believe that the bank should expand in its new markets, 
notably Qatar, as planned with minimal distraction from the liquidity front.   
 
 
Chart 1: AED3,030 million of MTNs mature in 2012 giving lot of leeway to the bank 

 
Source: FGB's Financials  
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FGB benefits from its close connections with the government in maintaining a healthy funding base, which 
continues to be funded primarily by deposits. Deposits saw a sharp increase of 11% in the last quarter of last year 
from the quarter preceding it. Even when we strip the AED4.5 billion of deposits it received from the government as 
part of the liquidity measure, it saw a 4% q-o-q growth in 4Q08.   
 
Table 1: Wholesale funding constitutes only 13% of the funding base at the end of last year 

 FY07 1Q08 2Q08 3Q08 FY08 
Deposits 74% 61% 71% 69% 71% 
Equity 14% 14% 13% 16% 16% 
Interbank borrowing 4% 12% 9% 9% 7% 
MTN 8% 8% 7% 6% 6% 
Total 100% 100% 100% 100% 100%
Source: HC Brokerage 

 

  
Managed funds worrying in the short term  
Though HTM makes up approximately 80% of the investment portfolio as of the end of last year, we find the 
potential risk stemming from investment in managed funds and, to a lesser extent, private equity, to be more than 
disproportionate to the holding. According to management estimates, a 5% change in the NAV of the managed 
funds would impact net income by AED26 million, whereas the same magnitude of change in the NAV of private 
equity would result in a direct charge of AED56 million to equity. Investments in managed funds refer to 
investments made in a pool of 30 - 40 hedge funds, mostly in the UK and USA. Management is gradually bringing 
down the investment and expects to completely exit from these hedge funds by the second quarter of this year. 
Though we find this an apt action, the bank is likely to see increasing losses in the first two quarters of this year 
until it completely exits its positions in the managed funds. Given that these again are in the UK and USA, we 
expect more write downs to equity this year. Already, the bank has recorded AED253 million in losses during last 
year vs. AED280 million in gains in the income statement from investments. Notably, it has not provided for any 
losses in investments last year, increasing the possibility of more charges coming through this year. 

 

  
Non-interest income to further depress earnings.   
In 2007 non-interest income contributed more than 50% to total income, which increased to  57% in 1Q08 and 
thereafter moved south due to investment write-downs. Fees income, however, saw steady increase in the first 
three quarters of last year and slightly declined during the last quarter of last year. This was partly due the new 
wealth management division "First Wealth", launched in September 2007. Given slowdown in the loan book, 
trading activities and deteriorating property market, we expect non-interest income to suffer significantly this 
year. FGB benefited from a total of AED600 million in the income statement during last year, almost one fifth of 
the bottom line, as a result of the strong property market. It has direct property investments of AED3.99 billion 
as of the end of last year, which amounts to 25% of total equity. As such, it would see its non-interest income 
fall sharply this year when its property gains reverse, fee income slows down and managed funds lead to losses 
as discussed above.  

 

  
We expect massive provisioning this year  
On the back of its exposure to real estate and share financing as discussed above, we expect the bank to see 
its non-performing loans increase sharply, taking the NPL ratio to 2.5% this year vs. the 0.6% seen last year. 
This would mean a huge provisioning charge this year amounting to approximately AED1.3 billion, an increase 
of AED690 million from last year. This should reduce the coverage ratio to 115% this year from the healthy 
233% last year.   
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 FGB In Brief  

 Background 

• Founded in 1979, the bank enjoys a market share of 7.2% with a total asset base of AED104 billion. 

• The bank benefits from its board of dignitaries' connections with the government, which helped the bank grow rapidly during 
a relatively short period. 

• With the launch of separate companies for merchant banking, real estate, Islamic banking, and property management in 
2006, FGB diversified its banking services, taking advantage of its clientele of key corporate clients and high net worth 
individuals.  

• The bank continues its diversification geographically and recently opened First Gulf Libyan Bank, with Algeria and Qatar also 
on its expansion radar.  

• H.H. Sheikh Tahnoon Bin Zayed Al Nahyan, the Vice Chairman of the board, holds a 5.6% stake followed by Nahda 
Investment Co. holding a 5.2%.  

• It recently reduced its foreign ownership limit from 30% to 15%. 

 

   

  

 
 
 
 
 
 
 
 
 

SWOT Analysis of FGB 

Strengths Weakness
i. Very close connections with the government i. Huge real estate exposure 
ii. Customers are mostly blue-chip companies and high net ii. Investment portfolio comprised of risky structured products
   worth individuals iii. Share financing stands at 10% of the loan book as at 3Q08
iii. Well timed issuance of mandatory convertibles 

Opportunities Threats
i.Benefit from any government spending or fiscal programme i. Mandatory convertible bonds and potential private placements 
ii. Massive expansion in the international arena bringing in   diluting earnings
   diversification 
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 Valuation  

 We initiate coverage with a "Hold" 

We rate FGB a "hold" despite the upside potential in our TP, as we consider the risks from real estate to 
significantly outweigh the upside potential. Our TP is AED12.17, an upside of 49%. We follow a triangulation 
approach to arrive at our target price using DCF and comparable PB multiple weighing 70/30, respectively. Our 
COE is 13.8% and perpetual growth rate a 2.0%. Risk free rate is 4.5%. We estimated the terminal value using 
a ROE of 14%.  
 
We find the bank to be significantly leveraged to real estate and expect more write-downs and provisioning this 
year. We are more cautious in FGB's instance, as the bank did not increase its provisions for loans and 
investments during the last quarter when the sector earnings, in general, were affected by massive write-downs 
in investments. As such, we expect the earnings visibility to decline in the near term. However, we would 
upgrade the stock if the UAE property market rebounds unexpectedly or proves to be better than we anticipate. 
Further downside risks to our TP are 1) a property market collapse to unexpected levels, triggering a wave of 
defaults and write-downs and 2) managed funds see sharp losses which are worse than expected. 
 

 

  
 
Table 2: Sensitivity Analysis of value per share to CoE and perpetual growth rate  

CoE (%) Perpetual 
Growth Rate (%) 12.8 13.8 14.8 

1.00 14.20 12.67 11.20 
2.00 14.30 12.68 11.20 
3.00 14.42 12.69 11.20 

Source: HC Brokerage 

 

 

 

  
Table 3: Workings of the DCF valuation   

AED million 2009E 2010E 2011E 2012E 2013E Terminal 
Value(TV) 

Net income 2,572,991 3,024,588 3,163,946 3,349,981 3,698,718 4,042,956 
Cost of equity 2,237,782 2,526,450 2,872,201 3,224,707 3,599,000 4,006,599 
Excess equity return 335,209 498,138 291,745 125,274 99,718 36,358 
TV of excess equity return     308,768 
PV 301,030 393,185 202,397 76,386 53,442 165,478 
Div. payout ratio 20.00% 20.00% 20.00% 20.00% 20.00% 20.00% 
Return on Equity 14.88% 15.43% 14.30% 13.53% 13.38% 13.90% 
  
Equity invested  16,245,241 
PV of equity excess return  1,026,440 
PV of TV 165,478 
Value of Equity  17,437,159 
Number of shares  1,375,000 
Value Per Share  12.68 
Source: HC Brokerage 
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 Performance snapshot: FGB vs. sector  
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Sovereign support helps deposits
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A new NPL cycle 

0.00%

0.50%

1.00%

1.50%

2.00%

2.50%

3.00%

2008A 2009E 2010E 2011E 2012E

N
PL

 r
at

io

FGB

Sector

 

 

  

Asset impariments to rise with the cycle 
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Strong margins continue...
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 Source: HC Brokerage and company reports 
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                      Financial Statements and Ratios 

 AED Million 07A 08A 09E 10E 11E 12E 
 Income Statement       
 Interest Income     3,602.9    4,957.2    5,935.8      6,246.4      6,929.4     7,328.7 
 Interest Expense     2,271.5    2,376.7    2,980.5     3,206.6      3,655.8     3,921.3 
 Net Interest Income   1,331.3  2,580.5   2,955.4     3,039.8    3,273.6    3,407.4 
 Fees & Commissions        461.5     1,113.7    1,158.3      1,274.1     1,401.5    1,471.6 
 FX Income       119.3        318.8        286.9         315.6         331.4        348.0 
 Investment Income       280.1    (252.7)          47.5         109.8         133.1        143.8 
 Other Income       560.9       781.2        522.0         546.9         559.6        574.9 
 Non-Interest Income   1,421.8   1,961.0    2,014.7     2,246.4     2,425.6    2,538.3 
 Total Income    2,753.1   4,541.5    4,970.0     5,286.2    5,699.2    5,945.7 
 Total Operating Expenses      610.7    1,134.9    1,279.7     1,445.8     1,654.3    1,855.3 
 Pre-Provisions Income   2,142.4     3,406.6    3,690.3     3,840.4    4,044.9   4,090.4 
 NPL Provisions       206.9        566.4    1,255.9         904.2        976.6        843.7 
 Associate and other income         72.7       156.9        141.1           91.4           98.8        106.7 
 Pre-Tax Income    2,008.2    2,997.2   2,575.6     3,027.6     3,167.1    3,353.3 
 Income Taxes                -               -               -               -               -               -
 Net Income After Tax    2,008.2    2,997.2   2,575.6     3,027.6    3,167.1    3,353.3 
 Minority Interest        (0.0)        (8.0)            2.6             3.0            3.2           3.4 
 Net Income   2,008.2    3,005.3    2,573.0     3,024.6    3,163.9   3,350.0 
 Appropriations 
 Net Income   2,008.2   3,005.3   2,573.0     3,024.6     3,163.9    3,350.0 
        
 Balance Sheet       
 Assets       
 Cash & Due from Central Bank    8,977.9     5,005.0      4,672.5      5,783.1      3,265.6    2,799.1 
 Due from Banks    4,184.9     2,837.4    5,644.9      6,096.5      6,584.2    7,110.9 
 Investments  10,110.2     9,979.6    9,031.8      8,535.1      9,217.9     9,955.3 
 Gross Loans  45,063.1  80,503.8 83,723.9   90,421.9   97,655.6105,468.0 
 NPL Provisions         653.8     1,140.8    2,396.7      3,300.9      4,277.4    5,121.2 
 Net Loans and Overdrafts  44,409.3 79,363.0  81,327.3   87,121.0   93,378.2100,346.9 
 Other Assets     3,989.5    8,324.4    9,827.0    11,286.3    13,545.7   14,644.7 
 Net Fixed Assets     1,525.8     2,012.3     2,394.3     3,107.7      5,692.4     7,361.8 
 Total Assets  73,197.5 107,521.7112,897.8121,929.6 131,684.0142,218.7 
  
 Liabilities 
 Total Deposits  52,256.1 73,962.7 79,737.1   90,421.9   99,648.6111,019.0 
 Due to Banks     2,786.2    7,312.6     6,807.1      3,313.8     1,459.4        919.3 
 Borrowings    5,785.0     5,785.0     7,030.0      7,030.0     7,030.0     4,000.0 
 Dividends Payable 
 Other Liabilities     2,249.8    3,841.8        982.8         191.3        136.1        153.3 
 Total Liabilities 63,077.1  90,902.1 94,556.9 100,956.9 108,274.1116,091.6 
 Shareholders' Equity  10,120.4  16,619.6  18,340.8   20,972.8   23,409.9  26,127.1 
        
        
        

 
 
 



 

 

Slow and steady 
  
 UNB exhibits a safe profile and as such is appealing, especially in 

the uncertainty of current times. Conservative liquidity 
management, little risk from its investment portfolio and cautious 
capitalization of real estate opportunities all place the bank at an 
advantage compared to its peers. 

 
 The bank's scale and high concentration in the UAE, however, cap 

its growth potential. 
 
 We initiate coverage of UNB with a Buy rating based on our TP of 

AED4.35, with a solid 103% upside. 
 
UNB has a defensive profile with a solid funding structure and relatively low 
exposure to real estate. The bank managed to maintain a healthy LD ratio of 
103% despite the robust loan growth seen last year. This can be seen in its solid 
funding structure, with deposits accounting for 78% as of 2008's end. 
Additionally, the bank has no major refinancing in the near term, with a mere 
AED400 million of MTN maturing this year. Add to this the AED2 billion of capital 
notes it issued to the government. On real estate, the bank has approximately 
20% exposure through its loan book, a comfortable level compared to its peers, 
and does not have any associates or subsidiaries in real estate. It was cautious in 
investing directly in property investment last year with the amount standing at 
AED432 million, only 6% of equity as of the end of last year. Finally, the majority 
of its investments are safely parked in government debts, with trading securities 
amounting to only 1% of total assets and 9% of equity at the end of last year.        
 
The bank's size limits it from participating in big deals, which we believe inhibits 
growth. Also, its operations are concentrated in the UAE, exposing it to the 
current economic slowdown. Though UNB acquired Alexandria Maritime 
Commercial Bank in Egypt in 2006, the magnitude of bottom line contribution is 
insignificant.   
 
We initiate coverage on UNB with a Buy recommendation based on our TP of 
AED4.35, an upside of 103%. We follow a triangulation approach to arrive at our 
target price using DCF and comparable PB multiple weighing 70/30, respectively. 
Our COE is 13.5% and long term growth rate 2%. We added a risk premium of 
6.5% for the Abu Dhabi banks in our universe vs. 7.5% for the Dubai banks to 
arrive at the COE. Unexpectedly severe slowdown in loan volume and significant 
write-downs from externally managed funds are the downside risks to our target.     
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Buy  

Target Price (AED) 4.35 
Market Price (AED) 2.14 
Upside 103% 
  
  
Listed On ADX 
Bloomberg Code UNB UH 
RIC UNB.AD 
  
  
Market Cap. (AEDm) 4,012 
Market Cap. (USDm) 1,093 
  
  
Number of Shares (m) 1,875 
Foreign Ownership Limit 40.0% 
Foreign Ownership Level 5.13% 
  
  
Daily Turnover (AEDm) 3.6 
Daily Turnover (USDm) 1.0 
  
Ownership Structure  
Free Float 40.0% 
Abu Dhabi Inv. Council 50.0% 
Inv. Corp. of Dubai 10.0% 
  
  

  Key Performance Indicators 
Fiscal Year 07A 08A 09E 10E 11E 
NII (AED Mil.)  1,089.9   1,497.1 1,316.3  1,383.8 1,488.2 
Total Income (AED Mil.)  1,694.6   2,294.0 2,032.7  2,172.1 2,341.7 
Net Income (AED Mil.)  1,168.4   1,404.8 1,137.3  1,372.8 1,470.9 
NIM 2.3% 2.6% 2.1% 2.0% 2.1% 
Gross Loans (AED Bil.) 37.9 51.1 55.2 59.6 64.3 
Cost/Income 29.4% 27.9% 32.1% 31.4% 31.8% 
Gross L/D 94.2% 103.2% 100.0% 95.0% 95.0% 
Dividend Yield 7.8% 4.7% 5.7% 6.8% 7.3% 
P/E (x) 3.4 2.9 3.5 2.9 2.7 
P/B (x)  0.6 0.5 0.5 0.4 0.4 
ROAE 18.7% 19.9% 14.2% 15.2% 14.4% 
ROAA 2.4% 2.3% 1.7% 1.8% 1.8% 
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 Loan volume, the key earning driver, slowing down weighs on bottom line.  

Though real estate, trade finance and consumer sectors make up half the loan book as of the end 2007, we find 
comfort in the nice chunk of government loans in the book (c. 20% as of 2008). Benefiting from its exposure in the 
capital of the country and the government loan book, we expect its loan book to grow at 8% this year, closer to the 
higher end of the sector growth range of 4-10%. In UNB's context, however, the volume slowdown will have a 
more pronounced impact on the bottom line this year as a) the bank's earnings driver has been volume and not 
margins in the past and b) net interest income continues to contribute more to total income. This would mean the 
bank will see a drop in net income this year before it picks up next year. That said, we believe that when the 
market recovers UNB is relatively in a better position to start lending, stemming from its solid liquidity base as 
discussed below.     

Chart 1: Margins are not helping earnings…                  Net interest income contributing more… 
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Source: UNB's Financials  

Note: We have not included the gain marked on investment property of AED232 million in 3Q08 income in the above graph, as we 
consider it to be one-off as a result of the extremely favourable property market seen last year. 

 

 Margins adding to the pressure  
As we discussed above, UNB does not have solid margins due to its loan book being skewed to government and 
corporates, which account for 85% of the loan base. On top, UNB will lose its interest stream from interbank with a 
sharp decline in interbank assets. We expect the bank to see significant decline in NIM, around 50 bps this year 
from the FY08 NIM of 2.59%. This, we believe, places the bank under pressure, when the volume is expected to 
slowdown as well.     

 

 

 Solid funding a key positive  

The bank's funding composition and strong connection with the Abu Dhabi government mean that the bank would 
have less difficulties on the funding side. The recent AED2 billion capital notes issuance to the government stands a 
testament to this. The notes amount to 26% of equity as of the end of 2008. Even before the issuance of capital 
notes, the bank had a healthy funding position with refinancing need standing at a mere AED400 million this year. 
As such, the government capital notes enhance the already healthy liquidity, helping it to grow its loan book once 
the economic environment is compelling.  
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Chart 2: Bulk of the MTNs maturing in 2011 with the total MTN at AED5,677.3 million as of end 2008 

 
Source: UNB's Financials 

The bank's loan to deposit ratio continues to remain at conservative levels with the ratio at 103% during FY08. 
UNB's funding structure helps it to maintain a healthy LD ratio, despite the current financial crisis. The bank's loan 
growth historically closely followed the deposit growth, though last year, the gap widened due to a dip in deposits in 
the third quarter of 2008. However, it saw an impressive q-o-q deposit growth of 13% in the last quarter of 2008, 
bridging the gap between deposits and loans. Even when we strip the government deposits of a conservative 
estimate of AED2 billion, deposits grew a healthy 8% in the last quarter of 2008 from the third quarter of 2008. We 
expect the bank to maintain the LD ratio at 100 levels this year and improve thereafter to 95%. 

 

Table 1: A solid funding structure 

 2007 1Q08 2Q08 3Q08 2008 
Deposits 75% 73% 77% 72% 78% 

Equity 12% 12% 11% 12% 12% 

Interbank 2% 4% 2% 5% 1% 

MTN 11% 11% 10% 10% 9% 

Total 100% 100% 100% 100% 100% 
Source: UNB's Financials 

  
MTM losses to rise but remain manageable 
UNB recorded AED181 million in losses from its investment during 2008, versus AED142 million of gains 
reported the previous year. Offsetting this, they marked AED290 million as gains from investment property in 
2008, which were acquired in the third quarter of last year. Given the deterioration in the property market and 
the continued volatility in the capital markets, we expect the bank to see more write downs in its fair value 
through P&L securities, trading securities and investment property this year. Having said that, we believe that 
the MTM losses will not impact the bank's earnings to as great an extent as it would others in the industry. 
UNB, as we discussed earlier, does not rely heavily on non interest income, helping it to be less scathed by the 
current massive write-downs seen everywhere. It is interesting to note that UNB is the only bank in our 
universe that did not have any significant investment write-downs in the last quarter of 2008.  
  
UNB's investment portfolio is more conservative than its peers, with 58% of the investment portfolio invested in 
held to maturity securities, followed by trading and FV through income statement securities at 26% as of the 
end of last year. Held to maturity securities are carried at amortized cost and thus do not result in any write- 
downs either in the profit and loss statement or balance sheet. Available for sale securities, on the other hand, 
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affect the bank's capital position as the write-downs are directly taken to equity, though it surpasses the profit 
and loss statement. It is important to note here that the recent amendment to the accounting treatment of 
financial instruments allows the banks to reclassify their AFS as HTM. We reiterate that UNB's investment mix is 
already conservative, without any need to reclassify to reduce the impact on equity and income statement.  
 
However, the bank has more than half of its investments outside UAE and that brings in some element of risk. 
Additionally, they have invested 17% of their investment portfolio in externally managed funds which we 
believe carry disproportionately higher risks. That said, total investments including investment property amount 
to only 5% of total assets and 40% of equity as of the end of last year. In summation, we believe that the bank 
will see limited risk on its income and equity from its investment portfolio. 

  
Bad loans a short term distraction to earnings  
Non performing loans increased to cAED357 million at the end of 2008, a 2% increase from the previous year. The 
NPL ratio, however, improved to 0.7% from 0.9% in 2007, mainly due to robust growth in loan book. We do not 
expect this to continue this year as the benign credit environment turns to the contrary. Since only a  20% of the 
loan book is made up of government, we expect the NPL ratio to go up by a 80 bps. More importantly, we assume 
that the bank will have significant exposure to SMEs coming from its small asset base and profile (we do not have 
exact details of the type of corporates). This, we believe, should change the current recoveries into provision 
charges as the bank will have to increase its provision to maintain its coverage ratio above 100%. All in all, this 
would weigh on the bank's bottom line this year.   
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 UNB In Brief  

 Background  

 Total assets stood at AED62 billion as of 3Q08 accounting for 4.3% of the system assets, with the market 
share at 5.2% in terms of loans and 5.0% in terms of deposits.  

 Corporates make up 62% of the loan book as of 2008. Government loans are 20% of the loan book and 
deposits 38%. Retail accounts for about 18% of total loans and deposits.  

 It is expanding its Islamic financing services and real estate. The bank has a 80% stake in Al Wifaq 
Finance Company which meets Islamic banking needs. 

 UNB acquired the Alexandria Commercial and Maritime Bank in Egypt in 2006, adding geographic diversity. 

 

  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

SWOT Analysis of UNB 

Strengths Weakness

i. Conservative funding base helps liquidity i. Lower margins
ii. Jointly owned by both, the Abu Dhabi and Dubai ii. Small in scale
   governments with the total govt. stake at 60% iii. Biggest exposure to UAE
iii. Less exposure to real estate 

Opportunities Threats

i. International expansion on the agenda i. More than expected slowdown in the economy affecting 
ii.Tapping Islamic banking market to further growth   loan growth significantly
iii.Penetrate the retail market which currently accounts 
   for 15% of loans and deposits

iv. Investment portfolio amounts to only 5% of assets 

69



UAE- Banking 
  

 
  

 Valuation  

 We initiate coverage with a "Buy" recommendation. 

We initiate coverage on UNB with a "Buy" based on our TP of AED4.35, upside of 103%. We follow a triangulation 
approach to arrive at our target price using DCF and comparable PB multiple weighing 70/30, respectively. Our 
COE is 13.5% and long term growth rate 2%. We added a risk premium of 6.5% to the risk free rate of 4.5% to 
arrive at the COE. Our terminal value is estimated using a long run ROE of 15%. UNB is one of our top picks in the 
universe due to its safe profile leading to steady growth, not to mention the helping hand from the Abu Dhabi 
government. Nevertheless we do expect a dip in net income this year, mainly due to slowdown in volume, but we 
believe that UNB is in a better position to be on track once lending picks up in the macro environment helped by its 
strong liquidity position. Unanticipated severe slowdown in loan volume and significant write-downs from externally 
managed funds are the downside risks to our target. 
 

 

 

  
Table 2: Sensitivity Analysis of DCF value per share to COE and perpetual growth rate  

COE (%) Perpetual 
Growth Rate (%) 12.5 13.5 14.5 

1.00 5.24 4.68 4.16 
2.00 5.31 4.71 4.16 
3.00 5.39 4.74 4.16 

Source: HC Brokerage 

 

 

  
Table 3: Workings of the DCF valuation   

AED ('000) 2009E 2010E 2011E 2012E 2013E Terminal 
Value(TV) 

Net income 1,137,277 1,372,753 1,470,902 1,607,783 1,830,481 1,971,372 
Cost of equity 1,012,281 1,140,026 1,294,069 1,454,978 1,631,657 1,828,617 
Excess equity return 124,996 232,727 176,833 152,805 198,823 142,754 
TV of excess equity return     1,246,764 
PV 112,519 184,659 123,676 94,201 108,039 677,479 
Div. payout ratio 20.00% 20.00% 20.00% 20.00% 20.00% 20.00% 
Return on Equity 14.21% 15.17% 14.39% 14.01% 14.21% 14.50% 
  
Equity invested  7,526,253 
PV of equity excess return  623,093 
PV of TV 677,479 
Value of Equity  8,826,825 
Number of shares  1,875,000 
Value Per Share  4.71 
Source: HC Brokerage 
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 Performance snapshot: UNB vs. sector  

  

Solid liquidity leaves room for growth 
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Deposits continue to be steady
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NPLs increase, yet lower than the sector 
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Investment losses increase this year as well... 

0%

5%

10%

15%

20%

25%

30%

35%

2008A 2009E 2010E 2011E 2012E

Pr
ov

'n
 t

o 
O

pe
r.

 I
nc

.

UNB

Sector

Margins remain flat

0.00%
0.50%
1.00%
1.50%
2.00%
2.50%
3.00%
3.50%

2008A 2009E 2010E 2011E 2012E

N
et

 in
te

re
st

 m
ar

gi
n

UNB

Sector

 

 

 Source: HC Brokerage and bank reports 

 
 

            

 

71



UAE- Banking 
  

 
  

              Financial Statements and Ratios 

 AED Million 07A 08A 09E 10E 11E 12E
 Income Statement       
 Interest Income     2,891.7    3,136.3     3,298.0 3,606.2      3,862.1 4,120.8
 Interest Expense     1,801.8    1,638.6     1,981.5      2,222.5      2,373.9      2,499.7
 Net Interest Income    1,089.9    1,497.7    1,316.3     1,383.8     1,488.2    1,621.1
 Fees & Commissions        372.5        527.9        543.7 598.1        657.9        723.7
 FX Income          42.0         57.1          58.3         64.1          70.5          77.6
 Investment Income        142.3     (180.5)          11.9           18.4           12.0          17.9 
 Other Income          47.9        391.8        102.6         107.7         113.1         118.8
 Non-Interest Income       604.7       796.3       716.4        788.3 853.5     937.9
 Total Income    1,694.6    2,294.0    2,032.7     2,172.1     2,341.7    2,599.0
 Total Operating Expenses       498.1       640.3       651.6        682.0        744.3        814.2
 Pre-Provisions Income    1,196.5    1,653.7    1,472.2    1,490.1    1,597.4    1,744.8
 NPL Provisions          14.1        203.9        220.5        89.3         96.5        104.2 
 Associate and other income               -               -               -                -                -               -
 Pre-Tax Income    1,182.4    1,449.8    1,251.7     1,400.8     1,500.9    1,640.6
 Income Taxes           3.0           8.6               -                -               -                -
 Net Income After Tax    1,179.4    1,441.2    1,251.7     1,400.8     1,500.9    1,640.6
 Minority Interest         10.9         36.4         25.0          28.0          30.0         32.8
 Net Income    1,168.4    1,404.8    1,226.7     1,372.8     1,470.9    1,607.8
 Appropriations 
 Net Income    1,168.4    1,404.8    1,226.7     1,372.8     1,470.9    1,607.8
        
 Balance Sheet       
 Assets       
 Cash & Due from Central Bank     9,861.7    3,026.8 7,354.8 8,096.4   9,629.8 11,403.4
 Due from Banks     3,719.8    5,929.9     3,554.8      3,099.8      3,409.7    3,750.7 
 Investments     2,570.2    2,608.9     2,132.9      1,549.9         852.4        937.7 
 Gross Loans  37,878.3 51,068.7  55,154.2   59,566.5   64,331.9  69,478.4
 NPL Provisions         499.7        639.4        860.0 949.4     1,045.9 1,150.1
 Net Loans and Overdrafts 37,378.6  50,429.3  54,294.2   58,617.2   63,286.0  68,328.3
 Other Assets     1,646.9     2,865.8     3,269.7 5,476.4     7,204.4      8,228.4
 Net Fixed Assets        279.6        364.6        489.2         654.5        861.1      1,119.4
 Total Assets  55,456.7  65,225.3  71,095.5   77,494.1   85,243.6  93,767.9 
       
 Liabilities      
 Total Deposits  40,204.4  49,472.6  55,154.2   62,701.6   67,717.8  73,135.2
 Due to Banks        814.8        645.7 1,485.5 1,423.8      585.0 472.8
 Borrowings     6,090.3     5,672.0     7,672.0      6,254.0      5,190.5      4,392.9
 Dividends Payable      
 Total Liabilities  48,752.1 57,529.2  62,477.3   67,717.8   74,255.4  81,449.1
 Shareholders' Equity    6,704.7    7,696.0    8,618.2   9,766.3    10,988.2  12,318.8
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Investment losses reduce earnings visibility 
  

 Relatively huge investments, notably equity and managed funds, 
will continue to weigh on earnings and equity. Additionally, 
liquidity is likely to stifle the current expansion plans. 

 
 Minimal real estate exposure, however, helps the bank remain 

unscathed by the current deteriorating property market. 
Furthermore, the bank's launch of Islamic banking services last 
September should add to growth.  

 
 We initiate coverage with a 'Hold' as the bank is likely to suffer 

from more investment losses this year, which will be exacerbated 
by its size.   

 
Stemming from its size, CBD's investment portfolio amounts to more than half of 
its total equity of AED4,843 million as of the end of 3Q08. This led to the 4Q08 
losses of AED55 million as the bank wrote down its investments by AED397 
million during the quarter. Even after the charges, CBD is left with AED456 
million (c. 60% of FY08 net income) in equity and managed funds on top of the 
AED1,877 million of AFS in their portfolio. This creates huge uncertainty for this 
year's earnings, as the bank will not be able to absorb sharp losses as seen in 
the recent quarter. It will also impact its tier II capital at a time when the capital 
adequacy ratio has already declined to 13.5% last year from a healthy 16.1% the 
previous year. Loan to deposit ratio has also increased to 113% at the end of last 
year, making it vital for the bank to raise more long term funding. 
 
CBD, however, has minimal exposure to real estate with no real estate 
subsidiaries, associates and direct property investments in its books. It had only 
13% of its loan book in construction at the end of the third quarter of last year. 
Moreover, the bank continues to expand its network, though it is still 
concentrated in the Dubai emirate. The bank launched Islamic financial services 
last September and this should also help growth. 
 

We initiate coverage on CBD with a "Hold" recommendation. Our TP for CBD is 
AED4.11, with an upside potential of only 2%. We follow a triangulation 
approach to arrive at our target price using DCF and comparable PB multiple 
weighing 70/30, respectively. Our COE is 14.9% and long term growth rate 2%. 
We added a risk premium of 6.5% for the Abu Dhabi banks in our universe vs. 
7.5% for the Dubai banks to arrive at the COE. Further downside risks to our TP 
are unexpectedly high losses from investments and loans.   
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Hold  

Target Price (AED) 4.11 
Market Price (AED) 4.05 
Upside 2% 
  
  
Listed On DFM 
Bloomberg Code CBD UH 
RIC CBD.DU 
  
  
Market Cap. (AEDm) 5,718 
Market Cap. (USDm.) 1,558 
  
  
Number of Shares (m) 1,412 
Foreign Ownership Limit 0.0% 
Foreign Ownership Level 0.0% 
  
  
Daily Turnover (AEDm) 0.5 
Daily Turnover (USDm) 0.1 
  
Ownership Structure  
Free Float 80.0% 
Government 20.0% 
  
  
  

  Key Performance Indicators 
Fiscal Year 07A 08E* 09E 10E 11E 
NII (AEDm)  871.7   1,184.4 1,218.9  1,307.5 1,375.6 
Total Income (AEDm)  1,384.2   1,699.6 1,707.7  1,814.4 1,951.4 
Net Income (AEDm)  935.5   771.1 798.8  961.7 1,102.6 
NIM 3.7% 3.8% 3.6% 3.6% 3.6% 
Gross Loans (AEDb) 21.1 29.0 30.2 31.7 34.9 
Cost/Income 29.4% 30.0% 31.8% 32.0% 32.7% 
Gross L/D 99.5% 112.9% 112.0% 106.0% 102.0% 
Dividend Yield 5.9% 3.6% 3.5% 4.2% 5.8% 
P/E (x) 6.1 7.4 7.2 6.0 5.2 
P/B (x)  1.2 1.0 0.9 0.8 0.7 
ROAE 21.8% 15.0% 13.7% 14.8% 15.0% 
ROAA 3.8% 2.3% 2.2% 2.5% 2.6% 

    *FY08E has been adjusted for the preliminary earnings release. 
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 We expect tepid loan growth despite expansion mode 

 We expect the loan growth to slow down to 3% this year as the economy slows down, impacting trade loans. Of 
the total loan book, 31% comprises of trade loans at the end of 3Q08, in addition to the real estate exposure that 
stands at approximately 13% in 3Q08. Another interesting factor is that the bank's government loan exposure is 
insignificant, at 2% at the end of 3Q08, and this makes it more vulnerable to the current slow down. Since the bank 
targets a niche market serving wealthy individuals, it is at a relative disadvantage when oil prices continue to 
decline. We believe the current entrance into Islamic banking and addition of branches to its network would only 
offset to some extent the decline in growth; as such, the bank is likely to see its loan growth slow down sharply this 
year. 

 Margins to stay on the sidelines 

In the past, CBD has seen solid NIMs with the average standing at a 3.7% during the period 2003 to 2008. Its niche 
market helps it to achieve relatively higher margins, with last year's NIM at a 4.1%. Given the current benign 
interest rate environment, we expect the margins to decline by at least a 30 bps this year. 

 

 

 Fee and commissions income to contract as well 

Non interest income to total income stood at 37% in 2007 and 33.2% in 3Q08. Fees and commission income, the 
significant contributor of non interest income, derives income mostly from trade financing activities followed by 
lending activities. Given the current economic conditions and slowdown in exports and imports, we expect fee 
income to contract this year. Other non interest income would also decline, as seen in the first three quarters of last 
year, mainly due to trading income which contributed only a 2.2% in 3Q08 as opposed to 11.3% in 2007. We 
expect this to continue into this year as the bank sees more write-downs from its fair value through investment 
securities and managed funds.  

 

 Equity and funds of funds investments make up half the investment portfolio 

Equity exposure is relatively excessive with almost 30% of the portfolio invested in equity. On top of this, the bank 
has invested in regional and international funds of funds which account for a 15% of the portfolio, bringing the total 
risky component to 45% of the portfolio. This is well evidenced in the write-downs seen in the last year when the 
net income declined 18% to AED771 million last year from the previous year. Though the bank has written off 
AED397 million, we expect it to see more write-downs stemming from its equity and managed funds, which amount 
to AED1.9 billion post write-off. This amounts to approximately half of the total equity of the bank and as such leads 
to invisibility in earnings this year. In 4Q08, the bank recorded losses of AED55 million vs. AED303 million of net 
income in the corresponding previous quarter.  

 

 More investment write-downs will impact capital level 
CBD's capital adequacy ratio declined to 13% last year from a healthy 16% the previous year. Though the 13% is 
higher than the central bank's new requirement of 11%, the bank will face difficulties if it has more investment 
write-downs this year. Already, the fair value reserve included under tier II capital has declined to AED27 million at 
the end of 3Q08 from AED206 million at the end of 2007. With expansion plans on the agenda and a high loan to 
deposit ratio, the bank should raise more long term funding which would boost the capital levels as well.  

 

 Net interbank borrowing to continue at elevated levels 
The bank raised some AED1,469 million in MTN in the third quarter of 2008, changing the funding structure which 
never had any sort of wholesale funding, leaving interbank borrowings aside. The MTNs will mature in 2012, 
reducing liquidity stress. Despite this, the bank had to increase its interbank borrowing to levels not seen in the past 
to AED3,060 million. Though CBD does not have any of the MTN maturing this year, in our view, it still needs to go 
for some wholesale funding or increasingly depend on interbank borrowing this year even if we assume that the 
bank puts hold its expansion plans. The LD ratio has increased to 113% in 2008 from 99% in 2007, and we expect 
it to remain at higher than the 100 level until 2011. As such, the bank needs to come up with more longer term 
funding for its expansion plans. We believe that the bank will get help from the government to boost its capital 
levels and meet financing obligations.    
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Table 1: Long term funding introduced to the funding base in 3Q08 

Funding base FY07 1Q08 2Q08 3Q08 
Deposits 73% 72% 76% 71% 
Equity 16% 14% 15% 14% 
Interbank 11% 14% 9% 11% 
MTN 0% 0% 0% 4% 
Total 100% 100% 100% 100% 
Source: CBD's Financials  

 

 
 

Increase in provisions likely to weigh on coverage ratio 
Despite the strong coverage ratios seen in the first three quarters of last year all above 120%, the 2008 coverage 
declined to 96% . We expect the bank to revert to its 2006 levels with the coverage ratio at 85% in 2009. With 
retail taking up 30% of the loan book, we expect the bank to see increasing provisions. On top of this, 30% of the 
loan book is comprised of trade loans which could also turn sour amidst the global slowdown, impacting exports 
and imports. We believe the bank will see increasing provision charges with the NPL ratio rising to 1.5% in 2009 
from the 0.8% seen last year. Despite the fact that the bank targets a niche segment, we believe CBD to see 
increasing NPLs due to its exposure to retail and trade, when the economy, along with oil prices, slows down. 
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 CBD in brief  

 Background  

• CBD is the smallest bank in the UAE, with only 2.5% of the system loans as of the end of 3Q08. 

• It has 28 branches and more than half of its network is concentrated in the Dubai emirate. 

• Retail takes up 30% of the loan book as of the end of 3Q08. 

• The bank serves a niche market focusing on customers and quality under its strategy of "transition towards 
excellence". 

• It launched its first comprehensive Islamic financing services, "Attijari Al Islami", last September. 

• The Dubai government holds a 20% stake in the bank and it completely shuts out foreign investors. 

 

 

 

 SWOT Analysis of CBD

Strengths Weakness
i. Strong margins relative to the sector i. No long term funding was in place until the MTNs were raised in
ii. Lower cost to income ratio   3Q08 and the magnitude is inadequate leaving it heavily dependent
iii. Well defined strategy focused in customers and innovation   on the money market
iv. Strong execution capabilties of mangement ii. Increase in interbank borrowing
v. International securities limited in the investment portfolio iii. 85% of the investment portfolio in AFS impacts the equity

iv. Investments in funds of funds brings in more risks than any other 
    investments

Opportunities Threats
i. Entered Islamic financing in September 2008 i. Capital adequacy ratio very close to the statutory limit as of 3Q08
ii. Expanding the branch network ii. Niche market turns out to be the hardest hit in the economic slow

   slow down
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 Valuation  

 We initiate coverage on CBD with a "Hold" 
We initiate coverage on CBD with a "Hold" recommendation. Our TP for CBD is AED4.11, with an upside 
potential of only 2%. We follow a triangulation approach to arrive at our target price using DCF and comparable 
PB multiple weighing 70/30, respectively. Our COE is 14.9% and long term growth rate 2%. Risk free rate is 
4.5%. We added a risk premium of 6.5% for the Abu Dhabi banks in our universe vs. 7.5% for the Dubai banks 
to arrive at the COE. Our terminal value is estimated using an ROE of 15%. Further downside risks to our TP 
unexpectedly high losses from investments and loans.   
 

 

  
Table 2: Sensitivity Analysis of DCF value per share to COE and perpetual growth rate  

COE (%) Perpetual 
Growth Rate (%) 13.9 14.9 15.9 

1.00 4.68 4.20 3.78 
2.00 4.71 4.21 3.78 
3.00 4.76 4.23 3.78 

Source: HC Brokerage 

 

 

  
Table 3: Workings of the DCF valuation   

AED ('000) 2009E 2010E 2011E 2012E 2013E Terminal 
Value(TV) 

Net income 798,440 961,265 1,102,157 1,253,890 1,396,046 1,497,260 
Cost of equity 826,272 914,230 1,027,716 1,156,130 1,293,694 1,439,301 
Excess equity return (27,832) 47,036 74,441 97,759 102,352 57,958 
TV of excess equity return     449,290 
PV (24,790) 36,462 50,223 57,403 52,306 229,604 
Div. payout ratio 25.00% 25.00% 30.00% 30.00% 30.00% 30.00% 
Return on Equity 13.67% 14.75% 15.04% 15.25% 15.19% 15.50% 
  
Equity invested  5,545,450 
PV of equity excess return  171,603 
PV of TV 229,604 
Value of Equity  5,946,658 
Number of shares  1,411,845 
Value Per Share  4.21 
Source: HC Brokerage 
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 Performance snapshot: CBD vs. sector  

  

Healthy growth strategy 
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Niche market strategy affected during downturn
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Investment losses to weigh on earnings 
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 Source: HC Brokerage and company reports 
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      Financial Statements and Ratios 

 AED Million 07A 08E 09E 10E 11E 12E 
 Income Statement       
 Interest Income    1,378.0    1,880.7     2,017.7      2,162.5      2,303.4     2,465.8 
 Interest Expense       506.2        696.4        798.8         855.0         927.8        985.9 
 Net Interest Income       871.7    1,184.4    1,218.9     1,307.5     1,375.6    1,480.0 
 Fees & Commissions        266.2        338.0        321.1         337.2         354.0       371.7 
 FX Income          62.1        129.8        129.8        132.4         139.0        145.9 
 Investment Income        156.9          20.4          14.6           13.7          51.1          56.2 
 Other Income          27.4          27.1          23.4           23.6           31.7          39.4 
 Non-Interest Income       512.5       515.2       488.8        506.9        575.8       613.3 
 Total Income    1,384.2    1,699.6    1,707.7     1,814.4     1,951.4    2,093.3 
 Total Operating Expenses       407.0       509.5       543.4        581.4        637.9       703.2 
 Pre-Provisions Income       977.2    1,190.1    1,164.3     1,233.0     1,313.5    1,390.0 
 NPL Provisions          41.3        419.0        365.5         271.4         210.9        135.6 
 Associate and other income                -               -               -               -               -               -
 Pre-Tax Income       935.9       771.1      798.8        961.7     1,102.6   1,254.4 
 Income Taxes                -               -               -               -               -               -
 Net Income After Tax       935.9       771.1      798.8        961.7     1,102.6    1,254.4 
 Minority Interest           0.4           0.3           0.3             0.4             0.4            0.5
 Net Income       935.5       770.8       798.4        961.3     1,102.2    1,253.9 
 Appropriations 
 Net Income       935.5       770.8       798.4        961.3    1,102.2    1,253.9 
        
 Balance Sheet       
 Assets       
 Cash & Due from Central Bank    5,730.3    2,290.9    4,079.8      5,079.2      2,473.8     3,625.0 
 Due from Banks       209.1       357.6        375.5         405.5         446.1        490.7 
 Investments     2,290.4     1,788.1     1,126.5 1,126.5      1,784.4     1,962.8 
 Gross Loans 21,061.9  29,036.1  30,197.6   31,707.5   34,878.2  38,366.0 
 NPL Provisions         284.8        306.8        548.4         738.7         878.2       954.9 
 Net Loans and Overdrafts  20,777.1 28,729.3 29,649.2   30,968.8  34,000.0  37,411.1 
 Other Assets     1,013.4     2,145.7     1,877.5      2,027.7      5,353.2     4,907.1 
 Net Fixed Assets        415.6        450.7       442.0         451.0         552.4        674.1 
 Total Assets  30,436.0 35,762.3  37,550.4   40,554.5   44,609.9  49,070.9 
  
 Liabilities 
 Total Deposits  21,176.9  25,727.6 26,962.1 29,912.7 

29 9 2
  34,194.3  38,366.0 

 Due to Banks     3,241.9        940.8     1,528.5     1,295.9         386.6        840.7 
 Borrowings                -     1,469.2     1,469.2      1,469.2      1,469.2               -
 Dividends Payable 
 Other Liabilities     1,258.3     2,079.3     1,454.8         979.3         800.5     1,181.7 
 Total Liabilities 25,677.1 30,216.9  31,414.7   33,657.0   36,850.7  40,388.4 
 Shareholders' Equity    4,758.9    5,545.5    6,135.8     6,897.4     7,759.3    8,682.5 
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Islamic Banking: hope for expansion 

 

 • Islamic Banking (IB) is still in its infancy, with a short history that only started to emerge few years back. 
With few products offered to date, the industry has huge room for growth providing Shariah compliant 
products that would match its conventional counterpart.  

• We favor Islamic banks' funding structure which is mainly dependent on deposits, as demand is higher on 
the Islamic saving products than on the lending ones. This has provided banks with lower utilization rates 
giving them higher ability to withstand the current liquidity crunch.  

• With few sectors allowed for investments, real estate took a chunk of Islamic banks books making them 
more vulnerable to a wave of defaults affecting their asset quality.  

 

 Compared to conventional banking, Islamic finance is still in its infancy, being a relatively new concept to the 
market. With a short history, the industry has been expanding aggressively in introducing new products; corporate 
banking, project finance, and investment banking. According to the IMF, growth has been estimated at about 15% 
on average over the last three years, with the presence of about 300 Islamic banks operating over 75 countries. 
Currently, there are about USD800 billion lodged in Islamic banks, mutual funds, and takaful insurance schemes. 
This figure is expected to reach USD1 trillion by FY10.    

 

 
 Islamic versus conventional banks 

• Islamic banking has a niche market; the industry was first created to serve the Muslim community with the  
limited investment sectors of trade, infrastructure, real estate. Sectors such as alcohol and tourism are prohibited.   

• IB has a different financial concept; Return on investment is through partnerships and actual trading rather 
than interest gained on money. This gives customers potential for higher returns according to performance of the 
project. It also poses a risk on clients if the underlying asset or project is non profitable. For an Islamic bank to be 
competitive, the return rate also has to match the level of prevailing interest rates. This  gives the bank flexibility in 
withholding above market returns in good years as reserves to distribute whenever market conditions go the other 
way.  

• On the lending side, banks actually own the underlying asset against which the loan is withdrawn; this acts 
as a hedge against defaults by the borrower.   

 

 Table 1: Similarities and differences between Islamic and conventional banks 

Islamic Banking Conventional Banking 
• Based on Shari’ah Laws • Based on secular banking laws 
• The bank finances physical assets taking ownership of it 

before reselling, reducing over-extension of credit 
• Excessive use of credit and debt financing can 

lead to financial shortages 
• Provides equity capital (mudarabah) to projects but 

losses are shared on the basis of equity participation 
and profits shared according to pre-agreed ratio 

• Only available through venture capital and 
investment banks 

• All transactions are based on profit and loss sharing 
systems, hence returns are variable depending on the 
bank’s performance 

• Returns to depositors are determined by 
interest rate movement irrespective of bank’s 
profitability and performance 

 

• Limited investment opportunities 
• No limitations for investment opportunities 

 
Source: ADIB, HC Brokerage  
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 UAE Islamic Finance Market: Real Estate Woes 

Various products have been structured to meet Islamic banking requirements including: murabaha, mudaraba, 
musharaka, ijara and istisna’a, which are widely used among UAE banks. All tools mentioned have been backed by 
an asset as a property or a joint venture entity. However, with limited permissible sectors for investments, real 
estate took its toll on the balance sheets of banks with heavy investments in the sector either through direct lending 
or fully owned subsidiaries. For instance, in the case of DIB, real estate loans comprised almost 37% of total loans 
as of FY07. Completed property can be financed through murabaha and ijarah, whereas istisna is used for 
undeveloped properties.  

The key concept is that payment is interest free; in ijarah (leasing) rental payments are done in the form of 
installments reflecting the price of the property in addition to a pre-agreed rate applied over the fixed amount. In 
order to protect itself against default, the bank registers the property under its name and ownership is transferred 
to the client upon the completion of payment. According to DIB, home owners are spared payments until the unit is 
completely delivered by the bank and they have the option to either pay a lump sum of the mark up plus monthly 
installments or pay the full amount on installments.  

Another form is the mudaraba (profit sharing) where one party provides capital and the other joins with the 
expertise. The proportionate share in profit is determined by mutual agreement and then passed on to customers 
according to a pre-agreed rate which accounts for prevailing EIBOR rates. Overall, in case of payment default from 
the customer’s side, the bank does not charge a penalty fee or reprice the payment contract; instead the contract is 
ceased and the property is taken by the bank. This allows the bank to accumulate investment properties on its 
books and gain from sales of property to cushion bottom line. 

 

 UAE Islamic Finance market 

The UAE was among the first regional countries to enter the Islamic finance industry through establishing Dubai 
Islamic Bank (DIB) in 1975. As of FY07 the bank booked a market share of 4% in terms of loans among national 
banks, and stands as the largest Islamic lender in the UAE with about 40%-45% market share in the local Islamic 
banking market. Five years later, Abu Dhabi Islamic Bank (ADIB) was established in Abu Dhabi. Today, the number 
of local Shariah compliant banks went up to seven including, DIB, ADIB, Sharjah Islamic Bank, Al Helal Bank, Ajman 
Bank, Noor Islamic Bank and Emirates Islamic Bank, together accounting for around 13.5% or AED170 billion of 
total banking assets.  

UAE Islamic banks are backed by the government, aiming to position the country as the industry’s regional leader. 
The UAE central bank has been lenient with Islamic banks regarding the 20% loans/deposit cap of real estate loans, 
as investment opportunities are limited for the industry. On the funding side, the UAE central bank gave Islamic 
banks the option to issue repo's against their holdings of sukuk. As for the AED70 billion pumped by the Ministry of 
Finance, they were given through wakala deposits. Moreover, in terms of their interbank position, Islamic banks 
were not allowed in the past to engage in inter bank activity, however, with shari’a compliant structured products, 
now they can borrow and lend in the interbank market according to a special formula. As for deposit accumulation, 
unlike pre determined interest rates offered by conventional banks, rates are determined through profit and loss 
basis of projects backing the deposits through a pro rata basis. According to DIB’s management, Islamic banks have 
been managing to attain higher deposit rates of about 50-60 bps over prevailing interest rates provided by 
conventional banks. Islamic banks are more flexible as they can re-price deposits on a quarterly basis, controlling 
spreads between the loans and deposits. Thus, attractive deposit rates allowed Islamic banks to be more aggressive 
than conventional banks in accumulating funding. Moreover, so far Islamic banks have been net lenders in the 
interbank market since they have a better liquidity position. Unlike high utilization rates of the conventional banks, 
UAE Islamic banks stand on solid grounds in terms of their liquidity positions with lower loan/deposit ratios 
averaging at about 80%.  

However, deposit growth in FY08 has been slow due to cut-throat competition between banks to attract deposits, 
especially among conventional banks. Since Islamic banks offer flexible rates and are dependant on profit and loss 
schemes, customers abandoned them and rushed to banks offering more attractive deposits. We believe that this 
should stimulate Islamic banks to offer new retail and corporate structured products and higher rates to regain their 
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clients. Nevertheless, Islamic banks were able to lend at lower utilization rates than their counterparts. In addition, 
their conservative approach towards avoiding investments in debt securities and toxic assets will allow Islamic banks 
to weather the current storm much better than other banks. 

 Table 2: KPIs of Listed Islamic Banks 9M08 

AED Bill Assets G. loans Deposits L/D NIM CAR %
Dubai Islamic Bank 86.8 64.3 68.0 94.6% 2.74% 12.3% 
Abu Dhabi Islamic Bank 49.1 (net)32.1 33.6 95.5% 4.04% 16.9% (FY07) 
Emirates Islamic Bank* 25.3 16.9 21.8 77.5% 1.47% 11.86%(FY07) 
Sharjah Islamic Bank 16.1  (net)10.0 8.3 77.1% 3.38% 30.75% (FY07) 
Source: Banks Financials, HC Brokerage 
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Innovation To Lead 
  

 DIB, the largest Islamic bank in the UAE, has the second highest 
real estate exposure of 37%, affecting its asset quality.  

 
 DIB has a well managed utilization ratio of below 100% as well 

as an expected robust growth of investment banking operations. 
 
 We initiate coverage on DIB with a Hold rating based on our TP of 

AED3.22, having a 49% upside 
Having a 45% market share among Islamic banks in FY08, DIB is the largest 
Islamic bank in the UAE. It has a decent clientele balance between corporate and 
retail clients, while currently focusing on enlarging its retail base. The bank is 
safely capitalized over the next three years through its AED2.7 billion sukuk 
facility, protecting it from raising costly funds. However, limited investment 
opportunities inflated DIB’s real estate exposure, booking a significant 37.3% of 
its loan portfolio in FY07, mostly given to top tier Dubai based developers for non 
freehold commercial projects. We expect this value to have inflated further in 
FY08. This is seen as the greatest threat to the bank's operations, given the fact 
that amid current conditions, the emphasis for development is on infrastructure 
projects rather than commercial ones which have a higher risk of cancellation. 
Accordingly, NPL/loans booked 3.37% in FY08 being the highest among UAE 
banks and we expect the ratio to bolster to 3.43% in FY09.  
 
Adhering to its plan of offering innovative structured products and aiming to 
achieve a cross selling ratio of 2.5x, deposits are expected to grow at a CAGR of 
11.2% (FY09-FY13) vs. a lower 9.7% of loans, yielding an L/D ratio of 95% in 
FY09 and smoothing to 90% thereafter. The robust deposit growth making up 
about 81% of the bank’s funding mix supports bank’s debt that would mature 
post FY12. Moreover, fees and commissions generated by DIB’s investment arm, 
Millennium Capital, the leader of sukuk issuances, are set to grow at a CAGR of 
4.4% in FY10 and over the forecasted period as markets rebound. 
 
We initiate coverage on DIB with a “Hold” recommendation based on a DCF TP 
of AED3.22 which reflects an upside potential of 49% to the current market 
price. We follow a triangulation approach to arrive at our target price using DCF 
and comparable PB multiple weighing 70%:30%, respectively. Our COE is 14.0% 
based on a risk premium of 7.5%, a risk free rate of 4.5% and a long term 
growth rate of 2%. Our concerns are the bank's poor asset quality, losses on 
both the equity and income statement side due to write-downs of AFS 
investments as well as the various probes related to DIB's subsidiaries Deyaar 
and Tamweel.  
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Hold  

Target Price (AED) 3.22 
Market Price (AED) 2.16 
Upside 49% 
  
  
Listed On DFM 
Bloomberg Code DIB UH 
RIC DISB.DU 
  
  
Market Cap.(AEDm) 7,441 
Market Cap. (USD Mil.) 2,027 
  
  
Number of Shares (m) 3,445 
Foreign Ownership Limit 15.0% 
Foreign Ownership Level 8.45% 
  
  
Daily Turnover (AEDm) 27.3 
Daily Turnover (USDm) 7.4 
  
Ownership Structure  
Free Float 57% 
Government 34% 
Others 9% 

 

  Key Performance Indicators  
Fiscal Year 07A 08E* 09E 10E 11E
NII (AEDm) 1,485.6 1,935.3 2,033.8 2,284.0 2,544.1 
Total Income (AEDm) 3,260.8 3,149.4 3,197.7 3,669.7 4,120.2 
Net Income (AEDm) 2,500.4 1,730.1 1627.9 1,842.9 2,123.1 
NIM 2.2% 2.6% 2.5% 2.6% 2.6% 
Gross Loans (AEDb) 50.0 63.9 68.7 74.9 82.4 
Cost/Income 45.1% 46.4% 46.7% 43.2% 41.8% 
Gross L/D 76.9% 96.3% 95.0% 90.0% 90.0% 
Dividend Yield 16.1% 11.6% 5.5% 7.4% 8.6% 
P/E (x) 3.0 4.3 4.6 4.0 3.5 
P/B (x)  0.7 0.8 0.7 0.6 0.5 
ROAE 26.4% 17.2% 16.3% 16.1% 16.0% 
ROAA 3.4% 2.1% 1.9% 1.9% 2.0% 

    *FY08E has been adjusted for the preliminary earnings release. 
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 Healthy loan growth at a CAGR of 9.7% over our forecasted period 

We forecast DIB’s loan book to grow at a CAGR of 9.7% over the forecasted horizon as it has sufficient funds to 
grow its operations. Accordingly, we predict the bank will maintain its gross L/D ratio of 95% in FY09 down from 
96% in FY08, but will  level it off to 90% up till FY13. We would like to note that the discrepancy between the 
bank’s reported utilization ratios and our ratios is due to the inclusion of the sukuk investments to the financing 
assets in our calculations, as the bank previously presented in FY07. Despite a slowdown in accumulating deposits, 
DIB can still lend with its ratios quite lower than its counterparts of conventional banks.  

 

 Deposits to grow at a buoyant CAGR of 11.2% over FY09e-FY13e 

FY08 deposit growth of 2% was disappointing as the bank suffered from cut-throat competition of high interest rate 
offers from its peers, making it lose a few clients. 3Q08 deposits dropped by an aggressive 6.5% followed by a mild 
2.4% drop in 4Q08. Nevertheless, management assured that it will look into its product mix in order to present 
higher yields to its depositors. Hence, deposits are set to grow at a higher rate of 11.2% over FY09-FY13 as we see 
that the bank will capitalize more on the retail banking segment, in addition to creating more innovative products to 
maintain its corporate market base. We also believe the bank can capitalize on its cross selling ratio of 1.3x, which it 
can increase to 2.5x. Another advantage the bank has facilitating it to offer competitive rates is that it secures a 
“profit equalization” account which is a reserve account were it places all excess undistributed profits to depositors. 
This account is created when extra-ordinary transactions occur. For instance, in FY07, AED351 million resulting from 
the disposal of 57% of Deyaar Development was distributed to depositors. This acts as a safety haven for the bank 
for providing depositors with return when there is not enough profit generated in times of downturn.   

 

  
Graph 1: DIB loans, deposits & L/D (FY07a-FY11e) 
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Source: HC Brokerage 

 

 

 NPLs threatening loan portfolio 

Asset quality remains a key issue for DIB, with a high exposure to the turbulent real estate market coupled with its 
expanding retail loans portfolio. Accordingly, NPL/loans are to feature a rise to 3.43% in FY08 and a further 3.5% in 
FY09. Also with DIB’s wide mass affluent and SME’s customer base, the bank has a wide portion of car loans in 
addition to credit cards, which are most vulnerable to be hit during times of deceleration. Coverage ratio is set to 
come in at 74% in FY08 and to slightly increase to 83% in FY09 to cushion against defaults, with provision charges 
eating up bottom line. 
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 Real Estate menace making up a bulky 37.1% of DIB's loan book on the back of limited investment 
windows 

Having the second highest exposure to real estate loans among UAE banks at 37.1% in FY07 is an area of concern 
for the bank’s operations. This can be justified by the fact that Islamic banks are faced with limited investment 
opportunities, and with Dubai’s booming real estate market coming at AED18.6 billion. They have exceeded the UAE 
Central Bank’s threshold of 20% of deposits with DIB booking 28.5%. However, the central bank has lenient rules 
for Islamic banks since their exposure to investment opportunities are limited. DIB's exposure comes in various 
forms such as istisna’a contracts, real estate murabahat and ijara. As of 9M08, the bank had a mortgage portfolio of 
AED1.5 billion which makes up about 2.3% of the total loan book.  

 

 

 Plantation project heating asset quality concerns 

Overall we are concerned about the bank’s abundant exposure to the commercial property d market despite 
management’s prudence in selecting top tier developers. In September, Dubai Islamic Bank  possessed a substantial 
area of land belonging to real-estate firm Plantation Holdings in an effort to recover debt after the arrest of the 
developer’s British owner in connection with an alleged case of corruption. The land site is intended for the AED2.5 
billion property development Plantation Project. Accordingly Dubai’s Real Estate Authority (RERA) intervened and 
stated that people who have invested in the Plantation Project should approach the bank and will be compensated 
after the land of the project was repossessed by DIB, burdening the bank. The temporary calling off of the project 
signaled a question of asset quality with the probe related to its CEO, which makes us skeptical of the quality of the 
bank’s holdings. 

 

 Prudent outlook on Deyaar due to probes 

DIB's major subsidiary is real estate developer Deyaar Development in which it has a 43% stake. The company has 
a diversified commercial and residential project portfolio in key areas in Dubai as well as international presence in 
Lebanon, Kazakhstan and Turkey. Deyaar suffered from an embezzlement case with the arrest of its CEO in late 
March FY08. This has shaken investors’ confidence in the company and has had a negative sentiment on the 
company’s operations. Moreover, with the real estate bubble bursting this year we expect Deyaar's FY09 
contribution bottom line to make up a minute 13%. 

 

 More probes related to DIB and  its fellows hurting the sentiment on the stock 

Similarly, DIB’s former CEO, its Chairman in addition to Tamweel’s former CEO were all under investigation for fraud 
cases. We would like to note that no court decisions have been taken yet and that all the figures are under 
questioning by the Dubai court.   

 

 Funding: Adequate during the next 3 years 

9M08 came in green for the bank as it secured a net lending interbank position of AED3.0 billion down from an 
AED15.2 billion in FY07, but we foresee a drop in FY08 to AED2.1 billion on the back of liquidity drying up on the 
UAE interbank market. DIB has been accumulating interbank liabilities in 3Q08 rising 37.4% to offset a 6.5% drop 
in deposits since the bank lost a few of its clients. Deposits, which make up 80% of the bank’s funding base, are 
expected to grow at a CAGR of 11.5% up to FY13 at a higher rate than the growth in loans as we see the bank 
widening its client base and tapping deposits by corporates. It is worth noting that DIB’s deposits did not fall victim 
to the “hot” money pulled out of the system due to the de-pegging speculation since 91% of its deposits are 
secured in local currency. Besides deposits and interbank position, we believe that the bank is well capitalized over 
the next year, backed by its USD750 million sukuk due in FY12, however by FY10 the bank may need to resort to 
the market and raise a shariah structured subordinated loan of about AED1.5 billion to fund its balance sheet 
growth.  
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Table 1: DIB Debt Maturity Table 

AED mil Within 1 year 1-3 years Over 3 years 
Debt 0 0 2,754.8 

Maturing % 0% 0% 100% 
Source: HC Brokerage, DIB's Financials  

  
Table 2: DIB Funding Base 

 2007 2008 2009 2010 
Deposits  80.84% 81.20% 80.97% 83.00% 
Equity 12.95% 11.82% 11.61% 12.47% 
Interbank 2.79% 3.61% 4.34% 0.29% 
Sukuk 3.43% 3.37% 3.08% 4.24% 
Source: HC Brokerage, DIB's Financials  

 

 

 Investment Income ruled off in FY08 
As of 9M08, DIB had a moderate 4.1% of its assets invested in securities, out of which 79.5% is directed to AFS 
investments coming from the bank’s 19% stake in Tamweel. As a reflection of prevalent market conditions, DIB 
booked market to market losses charged to equity of AED277 million in FY08, in addition to income statement 
investment impairments included in an AED521 million provision charges. Hence we rule off investment income 
contribution to total income in FY08 versus a healthy 60.1% in FY07. 

 

 Fees & Commissions suffering on investment banking slowdown 
Fees and commissions are primarily generated from the bank’s investment banking wholly owned subsidiary 
Millennium Capital, the regional leader of sukuk issuances. It has 75% market share in sukuk issuances in the UAE. 
Millennium Capital was ranked second place in the Gulf Cooperation Council (GCC) Islamic Bonds League Table, up 
from sixth in FY07 on the back of arranging AED20 billion of shariah structured loans and sukuk. Management has 
expressed its concern regarding the slow growth of the sukuk market globally due to global market turmoil, drying 
up of liquidity, widening credit spreads, and valuations of assets underlying the sukuk leading to investor’s wait and 
see attitude. During 2008, the bank arranged six issuances with a value of USD3.3 billion in the UAE and Pakistan 
including Dubai Electricity and Water Authority (DEWA), Aldar, Tamweel and Nakheel, compared to USD6.0 billion 
as a result of nine issuances during 2007. Accordingly, we are not expected to see the buoyant growth rates in fees 
and commissions income featured in FY06, nevertheless they are to grow at a CAGR of 4.4% over the forecasted 
period. 

 

 Least injured margins 
Since the bank is driven by a balanced hybrid of corporate and retail client base, DIB’s margins are expected to 
come in among the highest of the UAE banks. On the funding side, deposits  represent a bulk of 81.7% of the 
bank's funding base, followed by interbank booking a 3.7% and sukuk a similar 3.3% getting the total cost of 
funding at 2.6% in FY09 yielding a spread of 2.38%.  

 

 Graph 2: DIB NIMS & Spreads (FY09-FY13) 
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 DIB In Brief 
• Established in 1975 by the Lootah family, the bank is 34% owned by the sovereign government 

(including 4% by the pension fund). It is ranked among the top five Islamic banks in the world. 
• DIB's major subsidiary is its 43% owned Deyaar Development with a market capitalization of AED2.6 

billion. It has diversified commercial and residential project portfolio in key areas in Dubai as well as 
international presence in Lebanon, Kazakhstan and Turkey 

• The bank also has international presence through its 100% owned subsidiary in Pakistan and 52.3% 
subsidiary in Sudan. Although it was mentioned in the press that DIB plans to divest part of its holding 
in the Pakistan subsidiary, we see this as most likely to occur in 2010 when market conditions rebound 
(the bank has recently spun off its stakes in its financial advisory arm Millennium Finance Corporation 
and Bank of Khartoum) bolstering income from associates. 

 

 

 SWOT  

   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Strengths Weakness
i. The largest Islamic bank in the UAE having a 45% market i. Has the second highest exposure to real estate loans of 37.1% 
 share among Islamic banks as of FY07
ii. Has a high penetration rate in the UAE of 50 branches and ii. AFS investments make up 79% of total investments with the 
 plans to raise it to 60 by FY09 bulk being quoted
iii. Has the largest payroll account in the UAE with 180,000 
 accounts having nearly 600,000 customers. 
iv. Leader of sukuk issuances in the UAE 

Opportunities Threats
 i. It is considered a consolidator i. Retail customers are most vulnerable to a slowing down 
 ii. The bank has a cross selling ratio of 1.3x and intends to economy 
  increase it to 2.5x compared to an industry average of 2.7x ii. No court orders have been taken regarding the arrest of Deyaar's 
iii. Management is considering raising the foreign ownership CEO due to the embezzlement case filed against him. Also DIB's 
 limit by 3%-5% in response for foreign demand increasing former CEO, Chairman as well as Tamweel's former CEO were all filed 
 the sentiment and liquidity of the stock for fraud cases, heightening investors concerns about management's 
iv. Besides its global presence in Pakistan & Sudan, DIB credibility.
 should expand its global presence amid the popularity of the 
 Islamic banking business 
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 Valuation  

 We initiate Coverage on Dubai Islamic Bank with a "Hold" Recommendation 

We initiate coverage on DIB with a “Hold” recommendation based on a DCF TP of AED3.22 per share. We follow a 
triangulation approach to arrive at our target price using DCF and comparable PBV multiple weighing 70%:30%, 
respectively. Our DCF FV based on excess returns was at AED3.44 having an upside of 58.8%. Our COE is 14.0% 
based on a risk premium of 7.5% and a long term growth rate of 2%. Relative valuation based on implied PB 
yielded a target of AED2.73, having an upside of 26.4%. Accordingly, our weighted average target price of DIB is 
AED3.27 having an upside of 57%.  
 
In spite of having an upside of 57%, we assigned a "Hold" on key concerns. DIB's asset quality poses a major risk 
to the bank's loan portfolio due to the abundant real estate assets it carries. Also, the slow deposit growth featured 
last year should encourage management plans to tap a higher portion of the retail market through customizing 
deposits and providing competitive rates. Additionally, the sentiment on the stock is expected to rebound as the 
wave of embezzlement cases reaches a closure. Nevertheless, DIB can still lend with its ratios quite lower than its 
conventional banking counterparts.  

 

  
Table 3: Sensitivity Analysis of Value Per Share to CoE and Perpetual Growth Rate  

CoE (%) Perpetual 
Growth Rate (%) 13.0 14.0 15.0 

1.00 3.819 3.416 3.074 
2.00 3.867 3.437 3.077 
3.00 3.923 3.461 3.081 

Source: HC Brokerage 

 

 

  
Table 4: Excess Return Valuation 

AED mil 2009 2010 2011 2012 2013 Terminal 
Value 

Net Income 1,627.9 1,824.2 2,123.1 2,346.5 2,546.0 2,669.6 
Equity Cost 1,351.9 1,451.0 1,749.5 1,969.3 2,208.5 2,457.9 
Excess Equity 
Return 276.0 391.2            373.6            377.2            337.4             211.6 
TV of excess equity 
return     

1,764.4 
 

Present Value           247.4 307.7            257.8            228.3            179.2         936.8 
Div. payout ratio 25.00% 30.00% 30.00% 30.00% 30.00%  
Return on Equity 16.26% 16.11% 15.98% 15.72% 15.24% 15.20% 
Equity Invested  9,660.2     
PV of Equity Excess 
Return  1,220.4     
PV of Terminal 
Value 936.8     
Value of Equity  11,817.3     
Number of shares  3,445.4     
Value Per Share  3.43     
Source: HC Brokerage 
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 Performance Indicators: DIB vs sector  
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    Financial Statements and Ratios 

 AED Million 07A 08A 09E 10E 11E 12E 
 Income Statement       
 Interest Income 3,841.6 3,768.3 3,997.3 4,476.3 4,982.6 5,500.3 
 Interest Expense 2,356.0 1,833.0 1,963.5 2,192.4 2,438.5 2,661.1 
 Net Interest Income 1,485.6 1,935.3 2,033.8 2,284.0 2,544.1 2,839.2 
 Fees & Commissions 704.6 679.9 686.7 700.5 735.5 772.2 
 FX Income 93.7 121.9 134.1 140.8 147.8 155.2 
 Investment Income 614.2 84.4 52.8 201.4 316.5 348.2 
 Other Income 362.7 327.9 290.3 343.0 376.4 401.1 
 Non-Interest Income 1,775.3 1,214.1 1,163.9 1,385.7 1,576.2 1,676.7 
 Total Income 3,260.9 3,149.4 3,197.7 3,669.7 4,120.2 4,515.9 
 Total Operating Expenses 1,469.0 1,460.5 1,492.1 1,589.4 1,733.6 1,905.5 
 Pre-Provisions Income 1,791.9 1,688.8 1,705.6 2,080.3 2,386.7 2,610.4
 NPL Provisions 301.5 521.1 401.5 420.0 458.8 474.0 
 Associate and other income 1,008.3 548.6 317.3 189.2 203.8 219.5 
 Pre-Tax Income 2,498.7 1,716.3 1,621.4 1,849.6 2,131.6 2,355.9 
 Income Taxes (14.1) (13.7) (6.5) 7.4 8.5 9.4 
 Net Income After Tax 2,512.8 1,730.1 1,627.9 1,842.2 2,123.1 2,346.5 
 Minority Interest 12.4      

 Net Income 2,500.4 1,730.1 1,627.9 1,842.2 2,123.1 2,346.5 
 Appropriations       
 Net Income 2,500.4 1,730.1 1,627.9 1,842.2 2,123.1 2,346.5 
        
 Balance Sheet       
 Assets       
 Cash & Due from Central Bank 4,905.7 5,726.5 8,216.7 9,080.9 10,352.5 11,727.8 
 Due from Banks 17,466.4 5,920.3 6,394.0 10,047.6 11,052.4 12,157.7 
 Investments 4,210.9 2,537.3 2,740.3 3,014.3 3,315.7 3,647.3 
 Gross Loans** 50,012.5 63,916.0 68,709.7 74,893.6 82,382.9 90,621.2 
 NPL Provisions  1,124.7 1,623.9 2,001.8 2,398.7 2,835.3 3,288.4 
 Net Loans and Overdrafts 48,887.8 62,292.1 66,707.9 72,494.9 79,547.6 87,332.8 
 Other Assets 7,637.4 7,459.1 6,643.1 5,210.4 5,639.5 6,107.0 
 Net Fixed Assets 630.7 640.8 640.3 628.4 616.3 604.0 
 Total Assets 83,738.8 84,576.1 91,342.2 100,476.5 110,524.1 121,576.5 
        
 Liabilities       
 Total Deposits 65,016.8 66,371.7 72,326.0 83,215.1 91,536.6 100,690.2 
 Due to Banks 2,241.3 2,954.4 3,877.1 291.5 486.4 2,368.8 
 Borrowings 2,754.8 2,754.8 2,754.8 4,254.8 4,254.8 1,500.0 
 Dividends Payable       
 Other Liabilities 3,060.7 2,835.0 2,016.6 214.2 174.9 1,236.5 
 Total Liabilities 73,073.6 74,915.9 80,974.5 87,975.5 96,452.6 105,795.5 
 Shareholders' Equity 10,665.1 9,660.3 10,367.8 12,501.0 14,071.5 15,781.0 
        

                                          *According to the bank’s KPIs 
                                    **Including investments in Islamic Sukuk 
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Fear of the unknowns 
  

 ADIB’s disclosed real estate exposure of a modest 7.5% is 
unrealistic and understated in our view. In addition, its excessive 
dependency on personal loans, taking up 58.1%, is likely to stifle 
growth.  The bottom line is expected to slump by 18% in FY09 

 
 The bank, however, is well positioned to grow its deposits at a 

relatively high rate through its 51% wakala deposit base, 
nonetheless at higher cost than its other shariah compliant peers 

 
 We initiate coverage on ADIB with a "Sell" rating based on our TP 

of AED2.76, a 3.7% downside 
 
Given its shariah compliant nature with limited window of investments, a humble 7.5% real 
estate exposure is unrealistic. We find the bank’s disclosure to be opaque and believe the 
actual real estate exposure to be c20%, when we add some of the personal loans to the real 
estate loan book. This means that the bank would see increasing provisions this year, which 
is evident in the FY08 results. The bank charged AED459 million to income statement for 
loan provisions in FY08, up 293% from FY07. We expect the provisions to increase further 
by a 107% this year, with charges amounting to 45% of income vs. 26% last year. 
Moreover, the bank’s high exposure to personal loans (58.1% of loan book) aggravates the 
bad debts as retail customers are more prone to default during slowdown, compelling the 
bank to target a different clientele base such as the corporate sector. Hence, the bottom line 
is expected to drop by 18% due to a 24% increase in provisions. 
 
Deposits are set to grow at a healthy 10.0% over the forecasted period as the bank’s wakala 
deposit structure is more attractive to clients, providing higher yields pressuring spreads. 
Accordingly margins are seen to drop to 3.55% in FY09 vs 3.91% in FY08. Additionally, 
pressure is set to come in with the AED2.0 billion sukuk provided by the government since it 
makes up 4.2% of the bank’s funding base. Overall, the bank is safely capitalized in terms of 
funds but will bear it at higher costs.  
 
We initiate coverage on ADIB with a "Sell" recommendation based on our TP of AED2.76 
which reflects 3.7% downside to current market price. We follow a triangulation approach to 
arrive at our target price using DCF and comparable PB multiple weighing 70%:30%, 
respectively. Our COE is 13.39% and long term growth rate 2%. We added a risk premium 
of 6.5% for the Abu Dhabi banks.  
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Sell  

Target Price (AED) 2.76 
Market Price (AED) 2.86 
Downside -3.7% 
  
  
Listed On ADX 
Bloomberg Code ADIB UH 
RIC ADIB.AD 
  
  
Market Cap. (AEDm) 5,637 
Market Cap. (USDm) 1,535 
  
  
Number of Shares (m) 1,971 
Foreign Ownership Limit 0% 
Foreign Ownership Level 0% 
  
  
Daily Turnover (AEDm) 3.9 
Daily Turnover (USDm) 1.1 
  
Ownesrhip Structure  
Free Float 48.5% 
EIIC 44.2% 
Government 7.6% 

  Key Performance Indicators 
Fiscal Year 07A 08A 09E 10E 11E
NII (AEDm) 952.4 1,728.5 1,759.5 1935.3 2,121.9 
Total Income (AEDm) 1,448.5 2,193.9 2,268.9 2,507.9 2,759.7 
Net Income (AEDm) 768.5 851.3 698.5 821.9 957.1 
NIM 2.5% 3.9% 3.6% 3.6% 3.6% 
Gross Loans (AEDb) 25.1 34.9 38.0 41.8 46.0 
Cost/Income 34.3% 40.5% 44.1% 43.9% 43.6% 
Gross L/D 84.8% 93.0% 95.0% 95.0% 95.0% 
Dividend Yield 5.3% 7.6% 3.1% 3.7% 4.3% 
P/E (x) 7.3 6.6 8.1 6.9 5.9 
P/B (x)  1.0 1.0 0.9 0.9 0.8 
ROAE 18.8% 15.3% 11.9% 13.0% 13.6% 
ROAA 1.9% 1.8% 1.3% 1.4% 1.5% 

    A = Actual; E=HC's Estimates 
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 Long way for recovery for National Bank for Development 

ADIB acquired a 49% stake in the Egyptian "National Bank for Development" in FY07, with plans to tap the Egyptian 
market through its branch network. NBD has 68 commercial branches out of which 19 are Islamic ones. Through 
these it provides commercial banking activities, investment banking, Islamic banking and is among the first banks in 
Egypt to engage in micro finance. Due to its emphasis on SME financing, the bank is burdened with a high 
percentage of NPLs with charge offs, eating up 88% of 9M08 net income. Relative to ADIB, NBD’s 9M08 assets 
came in at AED7.2 billion representing a negligible value to ADIB’s size. The bank is undergoing efforts to settle the 
bad debts it carries through carrying the required amounts of provisions over the coming years. We expect ADIB to 
use NBD's wide network in cross selling its products, leveraging already existing Islamic branches.  

 

 Loan & deposit growth to accelerate at CAGR of 10% FY09-FY13 yielding utilization of 95% 

ADIB’s loan growth is set to grow at 9% in FY09 as personal loans make up 58.1% of the bank’s total loan book, 
resulting in expected high risk of defaults during times of slowdown. Nevertheless, its is expected to accelerate at 
10% thereafter upon the bank’s accessibility of neighboring markets, especially through Egypt’s NBD, as cross 
selling ratio would increase. The bank's utilization ratio picked up in FY08 to 93% compared to 84.8% in FY07 due 
to a 39% hike in loans compared to a slower 27% growth of deposits YoY. Moreover, during 3Q08, loans advanced 
by 6.5% but a minimal drop in deposits by 0.18% in the same period yielded the highest utilization ratio among 
Islamic banks of 95%. However this had been leveled off by the year's end on the back of an 11% increase in 
deposits due to the banks’ share of the Ministry of Finance's AED50 billion deposit facility saving the quarter. 
Deposits are expected to grow at a CAGR of 10% over FY09-FY13, in line with a 10% CAGR of loan growth leading 
to a L/D ratio of 95% as Islamic banks are known for comfortable liquidity positions.  

 

 Wakala deposit structure: a savior in rough times 

It is worth noting that 51.0% of the bank’s accounts are placed as wakala deposits - an  “agency agreement” 
making the bank act as the agent to achieve an agreed expected rate of profit for an agreed number of days in 
return for a fee, with the risks transferred to the client. If at any point the bank is unable to achieve the expected 
profit rate, it terminates the agreement, returning the deposit plus the profit accrued on the deposit up until the 
termination date. With the liquidity shortage and banks’ thirst for piling deposits, ADIB lost a few customers during 
3Q08 as rates were not increased. Yet the 0.18% drop was not as sharp as DIB's 6.4% drop on deposits during the 
same period, due to the intrinsic value and nature of wakala deposits compared to the murabaha and mudarabah 
structures for investment deposits adopted by DIB. Wakala deposits provide higher return as they are priced 
according to market benchmarks, are more short term and do not require physical commodity. This allows the bank 
to attract deposits faster than any other Islamic banking structured deposits, in addition to healthier spreads. Yet, 
they are not considered as a long term funding base since 84% of deposits are due in less than three months. This 
shows that the bank is at an advantage to attract funds faster in order to save its liquidity position, putting pressure 
on it to continuously create innovative products to maintain its customer base as well as attract new customers 
raising its market share.  

 

 
 

Chart 4: FY08 deposit growth (DIB vs ADIB) 
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 NIMs are to pick up in FY10 to 3.58% 

With retail loans and deposits constituting the bulk of the bank’s operations, ADIB enjoys above average NIMs and 
spreads. Spreads are expected to squeeze due to the bank’s efforts to accumulate deposits, in addition to the 
inclusion of the AED2.0 billion wholesale funding pumped by the government. Accordingly, spreads are expected to 
register 3.37% and 3.39% by FY09 and FY10.  

 

 

  
Chart 2: NIMs (FY09e-FY13e) 
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 Minimal real estate exposure as per disclosure at 7.5%  
Unlike banks operating in the UAE and with limited investment opportunities for Islamic banks, ADIB has a minimal 
disclosed 7.5% exposure to the real estate and construction sectors as of FY07. However, this does not reflect the 
bank’s aggregate exposure since we would expect almost half of the bank’s personal loans to be geared to this 
sector. When added to the corporate portfolio, we do not expect the bank to do any better than DIB's 37% 
exposure.  

 

 Safely capitalized until FY11 
ADIB relies mainly on deposits for its funding, which represents 75.6% of the total, but we see that it will be a 
challenge for the bank to build up more deposits as the introduction of a few Islamic banking divisions in 
conventional banks pick up. ADIB is also a net lender in the interbank market with the 63% of its interbank assets 
placed in international markets by 9M08. Moreover, the bank has a USD5 billion EMTN program listed in the UK of 
which it issued subordinated convertible sukuk in FY06 worth USD800 million maturing in FY11. We expect the bank 
to resort to a second tranch of its EMTN program, amounting to AED4 billion in FY11 upon the maturity of the 
sukuk. Overall, we believe that the bank is adequately capitalized given its loan growth and will remain so if it 
collects more short term deposits on the back of offering competitive rates and pressuring margins. On a positive 
note, as international interbank markets relax the bank will be able to raise funds at attractive rates, bolstering 
spreads. 
 As for its capital adequacy position, ADIB secured a capital adequacy ratio of 11.8% in FY08 versus 17% in FY07( 
since in FY07 tier II capital was bolstered due to the addition of AED2 billion subordinated convertible sukuk) adding 
AED470.6 excess capital to the bank's paid in capital upon conversion in 2Q08. 

 

  
Table 1: ADIB Funding Base 

 2007A 2008A 2009F 2010F
Inter bank  9.9% 6.9% 5.1% 5.0% 
Deposits 70.3% 75.6% 74.5% 75.2% 
Equity 12.8% 11.6% 11.2% 11.4% 
Debt 7.0% 5.9% *9.2% *8.4% 
*Includes the AED2.0 billion sukuk by the Abu Dhabi Government  
Source: HC Brokerage 
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 Table 2: ADIB Maturity Table  

AED mill Within FY09 FY11 >FY11 
Amount 0 2,938 2,000 

Debt Mix (as a % of total debt) 0% 59.5% 40.5% 
Source: ADIB's Financials includes the AED2.0 billion by the ADG 

 

 

 Non interest expense hurting bottom line 
In line with the bank’s strategy of expanding its branch networks in the UAE as well as Algeria’s, administrative 
expenses and wages are expected to book 76% of operating income in FY09 and FY10 leading to an all time peak 
of a cost/income ratio of 44% which is expected to smooth out over the forecasted period. Provision charges are to 
record a hefty 82% of FY09’s net income as retail loans are most vulnerable for default in times of slowdown. 
Another risk for the bank is that 91% of its investments are AFS making the bank book unrealized revaluation losses 
of AED152.5 million until 9M08, with 50.8% invested in international markets like Bosnia and the USA. Investment 
provision charges also recoded 9.8% of FY08's operating income. We believe that the bank should decrease its 
exposure to AFS investments as well as its exposure to international markets so as not to hurt its equity and income 
statement. Looking ahead, we foresee more market to market write-downs in equity. 

 

 
 

Chart 3: Administrative expenses & cost/income (FY09-FY12) (AEDmil) 
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ADIB In Brief 
• Established in 1997, the bank is 44.2% owned by Emirates International Investment Company (EIIC), 

a fully owned subsidiary of National Holding, a privately held conglomerate. 
• Abu Dhabi Investment Council holds a minority stake of 7.61% and the majority of 48.51% is held by 

the public. 
• It ranks seventh among total banks operating in the UAE, with a market share of 3.4% in terms of 

assets. 
• The bank currently has 45 branches scattered over the UAE, and is concentrating on strengthening its 

presence in the northern emirates 
• Internationally, ADIB applied to obtain a banking license in Algeria in FY08 but is still awaiting approval 

of the authorities 
• The bank has a fully owned subsidiary, Burooj Properties, which manages local and international 

property portfolios, and provides property management, valuations and Islamic property financing. It 
also owns Kawader, a premier recruitment consultancy based in the  UAE, in addition to Abu Dhabi 
Islamic Financial Services and a 23% stake in Abu Dhabi National Takaful. 

 SWOT  

Strengths Weakness
i. Second largest Islamic Bank in the UAE having a 27% i. Strictly closed to foreign ownership decreasing the stock liquidity
 market share in terms of assets among Islamic banks and less transparency in disclosure
ii. Customer oriented; the bank is keen to maintain long term ii. A bulk of 50.8% of the bank's investments are invested in  
 relationship with its clients by managing their finaces foreign markets
 through postponing installments for Murabaha commitments 
 during the month of Ramadan

Opportunities Threats
i. Has an aggressive plan for expanding in the GCC and i. Increasing competition through the entrance of other players in 
 Middle East Islamic banking in addtition to Shari'ah compliant product offering
ii. Cross selling in Egyptian market through NBD which has by conventional banks
 19 branches
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 Valuation  

 We initiate coverage on Abu Dhabi Islamic Bank with a "Sell" Recommendation 

We initiate coverage on ADIB with a “Sell” recommendation based on a DCF TP of AED2.76 per share. We follow a 
triangulation approach to arrive at our target price using DCF and comparable PB multiple weighing 70%:30%, 
respectively. Our DCF FV based on excess returns was at AED3.18 having an upside of 11.1%. Our COE is 13.39% 
based on a risk premium of 6.5% and a long term growth rate of 2%. Relative valuation based on implied PB 
yielded a target of AED1.77, having a downside of 38.1%. Accordingly, our weighted average target price of ADIB 
is AED2.76 having a downside of 3.7%.  
The CoE is slightly inflated as we factored in the bank’s lack of transparency and the liquidity position of the stock. 
We view the bank’s high exposure to personal loans as a threat to its loan portfolio, as it has to expand into a 
different base of clientele such as corporates. Moreover, the fact that the majority of the bank’s AFS securities are 
placed in international markets exposes its equity position to further write downs. Again, we are unable to 
accurately asses the sectors in which the investments are placed due to the bank’s limited disclosure. As for the 
bank’s acquisition of a 49% stake in Egypt’s NBD, the bank has not booked associate income yet as it has not been 
transformed into a full fledged shariah compliant entity. Hence we were unable to quantify the income generated, 
especially since the bank is suffering from severe asset quality turbulences.    
 

 

  
 
Table 3: Sensitivity Analysis of Value Per Share to CoE and Perpetual Growth Rate  

CoE (%) Perpetual 
Growth Rate (%) 12.39 13.39 14.39 

1.00 3.54 3.16 2.833 
2.00 3.59 3.18 2.835 
3.00 3.64 3.20 2.84 

Source: HC Brokerage 

 

 

  
Table 4: Excess Return Valuation 

AED mil 2009 2010 2011 2012 2013 Terminal 
Value

Net Income         698.5         821.9      957.1   1,040.7   1,131.5       1,312.3 
Equity Cost         766.7         803.2      889.9      990.5   1,097.7       1,211.3 
Excess Equity Ret.     (68.2)           18.7       67.2       50.2       33.8         100.9 
TV of excess equity 
return          886.5 
Present Value    (61.5)          14.8      47.1      31.0      18.4        483.0
Div. payout ratio 25.00% 25.00% 25.00% 25.00% 25.00%  
Return on Equity 11.91% 13.00% 13.63% 13.34% 13.10% 13.50% 
Equity Invested  5,728.2     
PV of Equity Excess 
Return  49.9     
PV of Terminal Value 483.0     
Value of Equity  6,261.1     
Number of shares  1,970.6     
Value Per Share  3.18     
Source: HC Brokerage 
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        Performance Indicators: ADIB vs sector 
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Retail can threaten deposit growth
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Financial Statements and Ratios 

 AED Million 07A 08A 09E 10E 11E 12E 
 Income Statement       
 Interest Income 2,391.9 2,573.9 2,858.7 3,125.8 3,411.7 3,710.6 
 Interest Expense 1,439.5 845.4 1,099.2 1,190.5 1,289.8 1,392.8 
 Net Interest Income 952.4 1,728.5 1,759.5 1,935.3 2,121.9 2,317.7 
 Fees & Commissions 122.8 132.7 140.6 150.5 159.5 169.1 

 FX Income 21.7 21.9 22.4 22.8 23.3 23.7 

 Investment Income 84.9 47.1 37.5 58.3 75.6 82.4 

 Other Income 266.7 263.8 308.9 341.0 379.4 417.1 

 Non-Interest Income 496.1 465.5 509.3 572.6 637.8 692.3 

 Total Income 1,448.5 2,193.9 2,268.9 2,507.9 2,759.7 3,010.0 

 Total Operating Expenses 562.3 887.6 1,000.1 1,100.5 1,204.5 1,311.5 

 Pre-Provisions Income 886.2 1,306.3 1,268.7 1,407.4 1,555.1 1,698.5 
 NPL Provisions 117.2 459.7 570.0 585.2 597.7 657.5 

 Associate and other income  - - - - - 

 Pre-Tax Income 769.0 846.6 698.7 822.2 957.4 1,041.0 

 Income Taxes - - - - - - 

 Net Income After Tax 769.0 846.6 698.7 822.2 957.4 1,041.0 

 Minority Interest 0.6 (4.7) 0.3 0.2 0.3 0.3 

 Net Income 768.5 851.3 698.5 821.9 957.1 1,040.7 

 Appropriations       
 Net Income 768.5 851.3 698.5 821.9 957.1 1,040.7 

        
 Balance Sheet       
 Assets       

 Cash & Due from Central Bank 2,298.9 2,819.7 8,416.9 6,752.3 7,227.9 7,722.8 

 Due from Banks 12,879.4 8,897.0 5,530.7 7,837.0 8,542.3 9,311.1 

 Investments 1,226.1 1,392.4 1,106.1 1,808.5 1,971.3 2,148.7 

 Gross Loans 25,127.5 34,861.9 37,999.4 41,799.4 45,979.3 50,577.2 

 NPL Provisions  351.5 683.0 1,253.0 1,838.2 2,435.9 3,093.4 

 Net Loans and Overdrafts 24,776.0 34,178.9 36,746.4 39,961.2 43,543.4 47,483.8 

 Other Assets 2,493.6 3,600.1 3,176.3 3,586.0 4,081.3 4,609.0 

 Net Fixed Assets 368.2 322.1 330.5 339.5 343.9 348.6 

 Total Assets 44,042.2 51,210.1 55,306.9 60,284.5 65,710.1 71,624.0 

        

 Liabilities       

 Total Deposits 29,628.8 37,485.9 39,999.4 43,999.3 48,399.3 53,239.2 

 Due to Banks 4,185.2 3,414.3 2,762.1 2,926.9 3,057.4 2,127.2 

 Borrowings 2,938.0 2,938.0 4,938.0 4,938.0 4,938.0 6,000.0 

 Dividends Payable       

 Other Liabilities 1,869.3 1,641.1 1,602.7 1,768.0 1,911.1 2,051.6 

 Total Liabilities 38,621.3 45,479.2 49,302.2 53,632.2 58,305.8 63,418.0 

 Shareholders' Equity 5,420.9 5,730.8 6,004.7 6,652.3 7,404.3 8,206.1 
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                             Appendix I) Loan Market Share (FY07) 
 

 Bank Market Share % 
   
 Emirates NBD 24.34%
 National Bank of Abu Dhabi 12.68%
 Abu Dhabi Commercial Bank 12.04%
 Dubai Islamic Bank 10.37%
 First Gulf Bank 7.06%
 Mashreq Bank 6.85%
 Abu Dhabi Islamic Bank 5.99%
 Union National Bank 5.95%
 Commercial Bank of Dubai 3.31%
 Emirates Islamic Bank 1.73%
 RAK Bank 1.30%
 Commercial Bank International 1.27%
 National Bank of Fujairah 1.13%
 Dubai Bank 1.20%
 Sharjah Islamic Bank 1.19%
 Bank of Sharjah 0.85%
 National Bank of Umm Al Qaiwan 0.78%
 Invest Bank 0.71%
 Arab Bank for Investment & Foreign Trade 0.63%
 United Arab Bank 0.63%
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                                      Appendix II) Aggregate Balance Sheet of Banks 
 

 AED Million 05A 06A 07A 9M08A
   
 Assets 
 Cash & Due from Central Bank 46,987 63,415 236,852 124,576
 Due from Banks 162,640 203,467 170,674 205,546
 Net Loans 394,893 537,426 718,081 978,977
 Investments 19,195 32,116 53,226 73,725
 Other Assets  14,297 23,150 44,240 63,475
 Total Assets 638,012 859,574 1,223,073 1,446,299
  
 Liabilities 
 Total Deposits 411,114 520,620 719,023 871,337
 Due to Banks 89,617 270,690 302,312 293,111
 Due to Central Bank 209 168 94 35,030
 Other Liabilities 58,940 68,096 70,761 76,826
 Total Liabilities 559,880 755,485 1,092,191 1,276,304
 Shareholders' Equity 78,132 104,089 130,882 169,995
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Rating Scale    

Recommendation  Upside  

Buy  Greater than 25%  

Hold  0-25%  

Sell  Less than 0%  

    

   

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

 Disclaimer   

This memorandum is based on information available to the public. This memorandum is not an offer to buy or sell, or a solicitation of an offer to buy or sell the 
securities mentioned. The information and opinions in this memorandum were prepared by HC Brokerage from sources it believes to be reliable and from 
information available to the public. HC Brokerage makes no guarantee or warranty to the accuracy and thoroughness of the information mentioned in this 
memorandum, and accepts no responsibility or liability for losses or damages incurred as a result of opinions formed and decisions made based on information 
presented in this memorandum. HC Brokerage does not undertake to advise you of changes in its opinion or information. HC Brokerage and its affiliates and/or 
its directors and employees may own or have positions in, and effect transactions of companies mentioned in this memorandum. HC Brokerage and its affiliates 
may also seek to perform or have performed investment-banking services for companies mentioned in this memorandum. 
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Siju Mathew Real Estate siju.mathew@af-hc.com +971 4 2935385 

Nermeen Abdel Gawad Real Estate ngawad@hc-si.com +202 37496008 (Ext. 450) 

    

Mohamed El Saiid, MFTA Head of TA Desk msaeed@hc-si.com +202 37496008 (Ext. 175) 

Wael Atta, CFTe Senior Technical Analyst wael.atta@af-hc.com +971 4 2935388 

Sameh Khalil Technical Analyst skhalil@hc-si.com +202 37496008 (Ext. 361) 

Yasmin El-Rifae Editor yelrifae@hic-si.com +202 37496008 (Ext.459) 

HC Brokerage – Cairo, Egypt traders@hc-si.com +202 37496008 

Shawkat El-Maraghy Managing Director selmaraghy@hc-si.com  Ext. 200 

     

Mostafa Saad Local & Gulf Sales msaad@hc-si.com               Ext. 213 

Yasser Mansour Local & Gulf Sales ymansour@hc-si.com          Ext. 217 

Hossam Wahid Local & Gulf Sales hwahid@hc-si.com               Ext. 206 

Yasser Seif Local & Gulf Sales  yseif@hc-si.com               Ext. 319 

Hassan Kenawi Local & Gulf Sales hkenawi@hc-si.com Ext. 300 

Abou Bakr Shaaban Local & Gulf Sales ashaaban@hc-si.com Ext. 238 

Nihal Hany Local & Gulf Sales nhany@hc-si.com Ext. 219 

Mohamed Helmy Foreign Sales mhelmy@hc-si.com Ext. 207 

Amr El Hemely GDR Trader  aelhemely@hc-si.com          Ext. 222 

Ahmed Nabil Fixed Income Trader anabil@hc-si.com                Ext. 218 

   

Al-Futtaim HC Securities – Dubai, UAE   

Hassan Aly Choucri General Manager hassan.choucri@af-hc.com   +971 4 293 5305 

   
Mohamed Hegazy Head of Sales mohamed.hegazy@af-hc.com +971 4 293 5365 

Mohamed Galal Head of Foreign Inst. Sales  mohammed.galal@af-hc.com +971 4 293 5309 

Hesham Bakry Institutional Sales Manager hesham.bakry@af-hc.com +971 4 293 5353 

Anne Marie Browne Foreign Institutional Sales annemarie.browne@af-hc.com +971 4 293 5301 

Richard Frost Foreign Institutional Sales richard.frost@af-hc.com +971 4 293 5302 

    

    

    

    

    

    

    

    

    

    

 


